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same objectives of cognition.’ Both 

branches examine the individual 
economic cell as well as the entire economic 
body of a country. In the centre of these 
studies are the administration of scarce 
resources and the determination of income 
and production volume. 

I, Fisher, J. A. Schumpeter and J. M. 
Clark have to be counted among the 
pioneers in the borderland of accountancy 
and economics. It was however not until 
J. B. Canning, apparently initiated by I. 
Fisher, wrote his frequently cited book 
The Economics of Accountancy,? that an 
attempt was made to clarify and sum- 
marize the problems of this border area. 
Since then both economics and account- 
ancy have undergone incisive changes, and 
ahuge literature, dealing with many points 
of tangent of both branches and their 
different facets, has accumulated. Thus it 
is obvious that Canning’s book, though 
still a standard work, is not up to date and 
in some respects is obsolete. Only very 
recently a new, short, but excellent 
summarization of these problems has been 
presented by John T. Wheeler.’ 


| CCOUNTANCY and economics have the 


' However both branches differ widely in scope, range 


approach. 

* (New York: Ronald Press, 1929). 

*“Economics and Accountancy” in Handbook of 
Modern Accounting Theory, Morton Backer, ed. (New 
York: Prentice-Hall, 1958), pp. 43-76. 


The present paper does not aspire to 
compete with the latter work but rather 
aims to supplement it,‘ to illuminate 
aspects which have not been mentioned, 
to indicate literature which has not yet 
been taken into consideration, and above 
all to suggest a method which, to the mind 
of the present author, would lend itself 
best for the integration of these two 
related, but still widely separated, fields.® 

It is often emphasized that the econ- 
omist assumes the national, community or 
social point of view while the accountant 
is limited to the individual enterprise. But 
actually both branches have sections which 
deal with the national economy, that is, 
with the economic organism as an entity, 
or with the link between two or more 
national economies; and both have sec- 
tions dealing with firms (as well as house- 
holds and government units), that is, 
with the ultimate bricks of this more highly 
organized structure. Business accounting 
can be regarded as that part of account- 
ancy which is engaged in the studies of the 
firm, and microeconomics is its counter- 
part in economic analysis, while national 

‘For this reason the author has endeavoured to 
avoid, as far as possible, the overlapping in content and 
citations with Wheeler’s presentation. 

5 Whoever questions this wide separation may be 
referred to the brilliant but vitriolic paper by J. L. 
Dohr, “What They (Economists) Say About Us (Ac- 


ll Journal of Accountancy, August 1953, pp. 
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accounting on one side, and macro- 
economics on the other, are dealing with 
the over-all picture of the economy. A third 
couple may be added, namely, international 
balance of payments accounting as a part of 
accountancy, and foreign trade as part of 
economics, both occupying themselves 
with the study of the interrelation between 
national economies. 

The objection may be raised that na- 
tional accounting and _ international 
balance of payment accounting are mis- 
named, and are really parts of economics. 
However, technically the same accounting 
principles are used in these fields as in 
business accounting. J. P. Powelson points 
out in his new, commendable work® that 
this relationship among different account- 
ing systems has been largely ignored by 
professors of economics and, we might add, 
by many accountants as well.’ Account- 
ancy and economics are clearly inter- 
woven, though in comparing them we must 
realize that they represent two different 
dimensions which have a common basis 
but spread out in different directions. 

In order to comprehend these differ- 
ences, we have to trace the descent and 
investigate the methods of these two 
branches. 


THE DIFFERENCE IN DESCENT 


The origin of economics is to be found 
in philosophy while accountancy emerged 
out of bookkeeping, an arithmetic tech- 
nique. Meanwhile both branches have 
tried to acclimate themselves to our 
realistic-scientific age. Economics has con- 
structed axiomatic frameworks, has drawn 
heavily on statistical facts, and has even 
tried to find a place in actual business 
practice. Accountancy—by many con- 
sidered as nothing more than an agglomer- 
ation of procedures, conventions, stand- 
ards, definitions, concepts and principles 


* Economic Accounting, (New York: McGraw-Hill, 
1955), p. vii. 


7 Cf. J. P. Powelson, “Social Accounting,” ACCOUNT- 
ING REVIEW, October, 1955, p. 651. 
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—is now slowly recognized as a powerful 
tool of analysis, not only for the business 
enterprise but for all economic fields which 
are based on or connected with “flow- 
concepts.”® Hence it performs a function 
which overlaps and even competes with 
parts of economics. In spite of all this, 
neither branch can hide the effects of its 
ancestry. The cleavage between a highly 
abstract axiomatic system (as in micro- 
economics) and an art® deeply rooted in 
actual practice (as in accounting) is too 
large. We have on one side marginal 
analysis, with its opportunity cost con- 
cept, with refined tools but very simple 
and hence unrealistic assumptions. On the 
other side, we find the historical cost 
principle, conservative evaluation ap- 
proach, and no organically related mech- 
anism for price-level adjustment. Can we 
afford such a dualism? 

In the second half of the twentieth 
century, a time of highly industralized 
economies and well developed scientific 
systems, we can no longer accept the 
principle that two branches dealing with 
economic problems should disregard each 
other. We have to consider both account- 
ancy and economics as parts of a more 
comprehensive body, of “economic 
science.” Both branches are trying to re- 
produce economic reality in a certain 


8 “The flow concept has universality of meaning asa 
continuous process whereby additions to a corpus or 
deductions from that corpus are made. It has its root in 
organic theory where antecedents and subsequent events 
are currently important. One finds it prevalent in many 
closed systems. Simple analogy to the physical world 
would promptly bring to mind the flow of water into and 
out of a water tank, or the flow of grain into and out of 
an elevator (footnote omitted). These flows may be 
referred to as inflows and outflows, respectively.” Hector 
R. Anton, A Critical Evaluation of Techni of Anal 
sis of the Flow of Business Funds, unpublished Ph.D. 
thesis, (University of Minnesota, 1953), p. 1. 

* We must be cautious in applying the term ari, 
as “according to the content and the method there is 
only one science: the reproduction of the world in con- 
ceptions. The separation in liberal arts and science has 
only practical and preliminary significance; it is neither 
a systematically necessary nor a final distinction” R.v. 
Mises, translated from Die Naturwissenschafien, Heft 
43, 1930. See also E. G. Nelson, “Science and Account- 
ing,”” ACCOUNTING REvIEw, October, 1949. 
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system of concepts. Both systems are 
historically conditioned; the one of ac- 
countancy is easier for the practitioner to 
handle, while that of pure economic 
analysis is often too expensive and cir- 
cumstantial to be found in actual practice. 
Neither system is presently in an ideal or 
perfect state. There is by far too little 
contact between them, and both could be 
essentially improved by bringing them 
nearer to each other, accounting as the 
mother plant, rooting in the soil of real- 
ity, and economics as the father, turned 
towards mathematics and philosophy. 
That sounds very poetic, and it is for the 
necessary cross-fertilization is, in spite of 
many endeavours, still lacking. 


DIFFERENCES IN METHOD 


The struggle between accountants and 
economists can, to some extent, be com- 
pared with the Methodensireit of political 
economy in the last two decades of the 
19th century. The tensions between the 
Younger Historical School in Germany 
and the Austrian Theoretical School have 
their roots in the discrepancy between the 
inductive and the deductive methods. At 
bottom the antagonism between account- 
ants and economists is nothing more than 
the difference brought about by the 
application of a predominantly inductive 
approach in accounting and a strong 
accentuation of the deductive approach in 
economic analysis. However, no satisfac- 
tory solution will emerge if induction and 
deduction do not continuously cooperate 
in the form of a reciprocal giving and 
taking. Our case is especially well suited 
to illustrate this statement, for it is not 
only the deductive-economic side which 
needs improvement and adjustment. In 
business life many actions and decisions 
are based on insufficient knowledge, in- 
adequate means, or inability. Therefore 
we cannot be satisfied with the simple 
inductive recording of economic life alone, 
but are justified in trying to improve the 
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latter, provided the underlying postulates 
are really desirable, in the way recom- 
mended by the deductive approach. 

The controversy within economics, be- 
tween the inductive and deductive meth- 
ods, has been fairly well reconciled during 
the first part of this century, as each meth- 
od has found its own area. Will that be 
also possible between accountancy and 
economics? 

Accountancy and statistics are the 
inductive tools of economic research: they 
are related to history, but distinct from 
it mainly by the quantitative character of 
their analyses. In this connection we 
ought to point out that another border- 
subject of inductive and deductive eco- 
nomics found its realization in econ- 
omeirics. The latter borders so closely to 
our new field that some authors suggest 
the inclusion of “descriptive statistical 
studies of National Income” and ‘‘com- 
pilations of balances of Foreign Trade’’® 
in econometrics. 

Microeconomics, on the other hand, 
works deductively; it assumes first certain 
general postulates, e.g. profit maximiza- 
tion, constant return to scale, perfect 
information, unique market price, etc., and 
from this basis builds up an axiomatic 
system of consistent theorems. One is then 
able to apply these generally valid 
theorems to the pertinent individual cases. 
This is a very constructive and at the 
same time economical method, which has 
only the flaw that the degree of correct- 
ness of the results depends on the realism 
of the axioms. And since many of the 
axioms in economics are often over- 
simplified, we obtain only approximations 
to reality, or results valid solely for limit- 
ing cases. 

It is the minute regulation of many 
business affairs, the innumerable little 
details of everyday economic life, tradi- 


10 See Wassily Leontief, “Econometrics” in A S: 
{Comins Economics Vol. I, H. S. Ellis, ed. 
omewood: Irwin, 1948), footnote p. 388. 
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tions and habits of business thinking, and 
the irrational element in man’s behaviour 
to which the economist pays too little or 
no attention.” It is these details which 
force the accountant into an inductive 
method, limiting his range but keeping 
him closer to reality. Of course in such a 
situation one may fail to see the woods by 
only looking at the trees. Therefore we can 
say with C. F. Roos. “It is only when 
statistical evidence is combined with a 
priori reasoning into a closely knit argu- 
ment that confidence can be felt in statis- 
tical relationship.” 

What has been said of inductive and 
deductive methods for business accounting 
and microeconomics holds to a certain 
degree also for national accounting and 
macroeconomics. But there is one great 
difference; here we have no clash between 
the two branches. This is explained in part 
by the fact that national accounting grew 
out of macroeconomics, rather than out of 
business accounting. This has also led to a 
similarity in approach. National account- 
ing attempts only a comparatively rough 
approximation to reality, concentrates on 
averages and aggregates, and uses con- 
cepts derived from macroeconomics. 


THE CONSTELLATION 


When comparing accountancy with 
econowics it is advantageous to stratify 
both according to the degree of aggrega- 
tion of their sections, whereby the sec- 
tions of one branch should be envisaged 
together with its corresponding counter- 
part of the other branch. It is important to 


1 “Most critics of the economists’ theory of the firm 
imply that a new theory should be constructed which is: 
(1) broader, in the sense of taking detailed account of 
more variables, (2) deeper, in the sense of exploring the 
motives underlying business behaviour, and (3) empiri- 
cal, relying to a greater extent on observation of business 
behaviour.” Howard R. Bowen, The Business Enter- 
prise as a Subject for Research (New York: Social Sci- 
ence Research Council, 1955), p. 11. 

12 Dynamic Economics (Bloomington, 1934) pp. 19, 
20; cited from Gerhard Tintner, “Definition of Econo- 
metric” in Econometrica, January, 1953, pp. 31-37. 
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note that one of the most frequent sources 
of confusion and misconception, in com. 
paring the two branches, comes from the 
failure to see clearly this “stratification 
and correspondence.” 

In order to facilitate an understanding 
of the relations between various sections 
of both branches, we introduce the graph 
below and designate, for practical reasons, 
the different relations between the six 
sections with figures from 1 to 7 (even 
numbers indicate relations between ac- 
counting sections and sections of eco- 
nomics—correspondence relations—while 
odd numbers designate relations among 
different accounting sections or different 
sections of economics—strata relations—), 


Business Accounting : Microeconomics 
3 
4 
National Accounting Macroeconomics 
Balance of Payments | 6 Foreign Trade 
Accounting Economics 


It should be stressed that the section of 
business accounting is the one which has 
the loosest contact with other sections of 
economics as well as of accountancy. 
Customarily this one section is regarded 
as “accounting” in the general sense, 
comprising financial as well as cost ac- 
counting, while all the other sections are 
frequently regarded as parts of economics. 
Thus one of the most important parts of 
economic science is kept separated from 
the main body only because it has been 
developed out of actual practice, and 
uses tools which are handier and some- 
times rougher than those used in the 
mental laboratory of the economist. To a 
great extent the accounting profession 
itself has to be blamed for this develop- 
ment. The accountant was, for too long a 
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time, occupying himself exclusively with 
technical details, and thereby overlooking 
that accounting principles found applica- 
tion in economic fields beyond the busi- 
ness enterprise. “It seems fair to say that 
accountants have not contributed much 
to social accounting thus far. But their help 
is urgently needed.”* 

To fortify the assertion that business 
accounting must be regarded as an in- 
tegrated part of economic science, just as 
national accounting or balance of pay- 
ment accounting, it should be sufficient to 
prove that 1 and 2 (see graph) are “or- 
ganic” relations, and to demonstrate that 
concepts of one section can be translated 
into concepts of another. To give a com- 
plete and well-rounded picture, we will also 
discuss briefly the remaining relations 3 to 
7. 


Relation 1 


The data originating in business ac- 
counting—compiled through income tax 
returns, social security reports, census 
answers, and reports to regulatory bodies 
—and fashioned according to business 
concepts, are arranged and consolidated in 
national accounting. This practice and 
relationship facilitates the translation of 
business accounting concepts into concepts 
of national accounting. However, let us 
not overlook the existence of differences in 
the meaning of various terms in the two 
fields.™4 


The conversion of the system of busi- 


% Morris A. Copeland, “Social Accounting for 
Moneyflows,” AccounTING REviEw, July, 1949, p. 
264. Cf. also W. W. Cooper, “Social Accounting: An 
Invitation to the Accounting Profession.”” ACCOUNTING 
REvIEW, July, 1949, p. 234. 

4 A typical example is investment. For the accountant 
this can be a static or a dynamic concept. 'He regards 
investment either as the value of securities held ona 
certain date or the value of securities acquired over a cer- 
tain period. Economists are operating with a dynamic 
concept only, and even that differs considerably from 
the accountants’ flow concept. It is the excess of goods 
and services produced over those consumed. & 8 
P, Powelson, op. cit., p. 37. 
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ness accounting into the one of national 
accounting can be understood easily by 
constructing an imaginary “savings and 
investment statement” (investment in the 
sense of economics) out of the beginning 
and ending balance sheets of the firm. 
We must be aware that, while the balance 
sheet has a static, the savings and invest- 
ment statement has a dynamic character. 
For the national accountant, the flow of 
investments and savings is of greater 
importance (especially for monetary and 
income analyses) than the instantaneous 
balances. This is manifested by the fact 
that national balance sheets—containing 
aggregative data for an entire community 
—have as yet not been constructed. The 
next step would be the consolidation of all 
the individual savings and investment 
statements into the “national savings and 
investment statement” with certain ad- 
justments and regroupings of data to 
facilitate economic analysis. 

In a similar way the profit and loss state- 
ment serves the needs of both business 
and national accountants, but requires 
again different groupings of data for each. 
To the business accountant, it is a descrip- 
tion of income and expenses, with the net 
profit as a residual. To the national ac- 
countant, however, it describes the income 
of production factors and their costs on the 
debit side, and the disposition of the prod- 
uct created on the credit side; it is there- 
fore known to him as the “income and 
product statement.” Here again, a con- 
solidation of all individual statements into 
one national statement with certain ad- 
justments (e.g., elimination of interbusi- 
ness transactions) would be necessary.® 

The apparatus of national accounting is 
of course much more comprehensive: it 
includes sectional accounts, the rest-of-the- 
world account, and probes even further 
into the field of forecasting under the term 


4 For a detailed study of these problems see Powel- 
son, op. cit. 
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of “anticipation statistics,” which is 
equivalent, on the national level, to the 
technique of budgeting at the business 
level. ‘These statistics, covering proposed 
capital expenditures by business, represent 
a relatively new development in the field 
and are of obvious utility for estimating 
and forecasting economic activity.’’® 
“Anticipated statistics, which like the 
historical figures are also based on ac- 
counting data, are of particular importance 
since our interest in the past and present 
is largely dependent on the insight it 
gives into the future. In this connection, 
the various budgets prepared by business, 
especially the capital budget promise to 
be extremely useful in evaluating prospec- 
tive developments in the economy within 
the framework of the three basic state- 
ments previously referred to” (income 
accounts, balance sheet and a derived 
sources and uses of funds analysis).!” “In 
addition to these accounts, there are two 
other related systems of accounts which 
have been set up, based on the receipts 
and expenditures of the major sectors of 
the economy. The first of these is the so- 
called input-output study, or the study 
of interindustrial relationships, which is 
based conceptually on a breakdown of cost 
of goods purchased. It attempts to show in 
systematic form not only the industries 
producing goods and services, but also the 
industries purchasing them, giving in 
effect a cross-classification table of in- 
dustrial interdependence. The second is 
the moneyflow analysis...which may 
be categorized here as essentially a source 
and uses of funds analysis for the entire 
economy.””!8 

This presentation suggests that from 
a technical standpoint, the principles of 
business and of national accounting are 


'W. W. Cooper, loc. cit., p. 238. 

"Trwin Friend, “Financial Statements for the 
Economy,” ACCOUNTING REVIEW, July, 1949, p. 239. 

18 Idem, loc. cit., p. 245. 


the same. They are based on the same 
sets of equations, and portray the same 
underlying transactions, with the same 
rules of debit and credit. Conceptually, 
however, they differ owing to different 
perspectives of the economist and the 
businessman, and need translation—some- 
thing which is occasionally complicated 
but not impossible. 

It is obvious that national accounting is, 
at least in respect of data-supply, de- 
pendent upon the heip of business ac- 
counting, but it also seems that national 
accounting can revanche itself by stimu- 
lating business accounting in the develop- 
ment of new methods: “I now take the 
view that this account (capital change ac- 
count) would have more meaning if it were 
broken down into certain well-defined sec- 
tional accounts, of which I distinguish 
five or six. The first of these should be 
confined to savings and asset formation, 
and owes tts origin to certain social account- 
ing ideas, . . .”” (our italics).!® 


Relation 2 


As indicated above, the greatest diffi- 
culties have been encountered in attempt- 
ing to reconcile business accounting with 
microeconomics. Out of the application of 
different methods, tools, with different 
functions were forged which often have 
only limited use. 

The first problem is ‘‘marginalism.” For 
many decades it was the undisputed centre 
of gravity of microeconomics. Accountants 
however—for a long time—did not concern 
themselves with it, and thus the actual 
process of price determination in the firm 
was hardly based on the criteria of mar- 
ginal cost and marginal revenue. In the 
last two decades, in growing awareness, 
economists as well as accountants have 
doubted the soundness of the basic 


19 F, Sewell Bray, “Accounting Dynamics I” in 
Accounting Research, April, 1954, p. 150. 
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assumptions of the economist’s theory of 
the firm and disputed vehemently the 
foundations of the latter.”° Thereby much 
ground was cleared, but—it is fair to say— 
also much energy wasted. In the meantime 
two important achieviuents were gained. 
First, the framework of a theory was de- 
veloped which projected the price-determi- 
nation process in an apparently more 
realistic way than before.” Eiteman asserts 
that (under constant markup and invest- 
ment) turnover and inventories rather 
than marginal cost determine prices and 
control expansion, assuming that the en- 
trepreneurs have no demand, marginal 
cost and revenue, curves at their disposal. 
Second, evidence was presented™ “from 
management literature that leading cost 
accountants and management consultants 
are currently advocating principles of ac- 
counting analysis and decision-making 
that are essentially ‘marginalist’ in charac- 
ter and implications.” This is for the 
accountant not a completely new percep- 
tion, but the empirical facts collected by 
Early and published in his notable paper 
“Marginal Policies of ‘Excellently Man- 
aged’ Companies” showed that among the 

® Attention should be drawn to the discussion in the 
American Economic Review: R. A. Lester “Shortcomings 
of Marginal Analysis for Wage-Employment Problems,” 
March, 1946, pp. 62-82; idem, ““Marginalism, Minimum 
Wages and Labour Markets,” March, 1947, pp. 135- 
48; Fritz Machlup, “Marginal Analysis and Empirical 
Research,” Sept., 1946, pp. 519-54; idem, “Rejoinder 
to an Antimarginalist,” March, 1947, pp. 148-54; 
G. J. Stigler, “Professor Lester and the Marginal- 


ists,” March, 1947, pp. 154-57; H. M. Olivier, Jr., 
“Marginal Theory and Business Behaviour,” June, 
1947, pp. 375-83; R. A. Gordon, “Short-Period Price 
Determination in Theory and Practice,” 1948, pp. 265- 
288. See also H. M. Olivier, “Average Cost and Long- 
Run Elasticity of Demand,” Journal of Political Econ- 
omy, June 1947, pp. 212-21; and Carl T. Devine, “Cost 
Accounting and Pricing Policies,” AccouNTING REVIEW, 
Oct., 1950, pp. 384-89. 

1 Wilford J. Eiteman, Price Determination: Business 
Practice Versus Economic Theory, (Ann Arbor: Univ. 
of Michigan, 1949). 

2 James S. Early, “Recent Developments in Cost 
Accounting and the ‘Marginal Analysis,” Journal of 
Economy, June, 1955, pp. 

dem, ““Marginal Policies of ‘Excellently 
a American Economic Review, March, 1956, 
pp. . 
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“excellently managed”? companies™ mar- 
ginal accounting and cost principles have a 
strong hold, and that the bulk of these 
companies also follow pricing, marketing, 
new product, and product-investment 
policies that are in essential respects mar- 
ginalist. It also showed that whether in- 
terested in short-run profits or long-run 
health, very few of these companies give 
any evidence of ignoring the opportunities 
of practicing marginalism.* 

At the first glance, these investigations 
by Early seem to contradict Eiteman’s 
“inventory theory.’’ However this is not 
necessarily so, if we accept the inventory 
theory for most of the small and middle- 
sized and some of the large-scale enter- 
prises, while reserving marginalism, as a 
certain “ideal,” for the “excellently man- 
aged” companies. We are aware that this 
is a very crude reconciliation, but it may 
suffice for our present purpose. It also 
points in the direction of the previously 
stated idea that in economic science not 
only has theory to adjust itself to actual 
practice, but that also economic life ad- 
justs itself in the natural course of in- 
dustrial progress to some of the postulates 
of theory. 

The second problem is the dangerous 
disregard of accounting tools, especially of 
the balance sheet, by conventional eco- 
nomic theory: “The concept of the balance 
sheet, unfortunately, has not been employ- 
ed to any extent in developing the static 
theory of the firm, so that as generally 
presented in the textbooks the firm is a 
strange bloodless creature without a 
balance sheet, without any visible capital 
structure, without debts, and engaged 
apparently in the simultaneous purchase 

% “The basic list of companies to which the ques- 
tionnaire (footnote omitted) was sent is that of the entire 
ramen (footnote omitted) 110 usuable replies were re- 
ceived,” ibid., p. 45. 
ibid., p. 66. 
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of inputs and sale of outputs at constant 
rates.’ While Eiteman is already con- 
cerned with the balance sheet, in partic- 
ular with the proportion of working capital 
to fixed capital, so Boulding is trying to 
develop a highly original socioecological 
system” which centers around the home- 
ostasis”® of the balance sheet, under ap- 
plication of the preferred-asset-ratio meth- 
od. As is Boulding, so are the Lutzes” 
concerned with the capital structure of the 
firm, and thereby necessarily with the 
balance sheet; a comparison of these two 
books shows that these authors are 
approaching similar problems from differ- 
ent sides. While Boulding derives his basis 
from the quantity theory of money, and 
some ideas undoubtedly from the Keynes- 
ian liquidity preference theory, the 
Lutzes’ approach admittedly is based on 
the traditional Austrian capital theory. 
These works are not without importance 
to the accountant. First, they are leading 
him, and the businessman, away from a 
mechanical rule-of-thumb-application of 
the customary balance-sheet-ratios, and 
second, they are pushing towards an 
economic theory with a broad basis, 
applying tools familiar to the accounting 
profession. Even if, as Boulding points 
out, the economist’s concept of the balance 
sheet will be wider than that of the ac- 
countant—will include many intangible 
items which the accountant’s convention 
do not permit him to include, and will also 
break down the items into much greater 
detail than will the accountant—we have 


* Kenneth E. Boulding, A +? of Eco- 
nomics (New York: Wiley, 1951), p 

37 Ecology, derived from shee | is ae study of the 
actions and interactions of living things, and their reac- 
tions toward external influences. 

2* Homeostasis, derived from physiology, represents 
“the view that there is some ‘state’ in the organism 
which it is organized to maintain, and any disturbance 
from this state sets in motion behaviour on the part of 
the organism which tends to re-establish the d 
state”; ibid., » PP 26-27. 

2 Friedrich and Vera Lutz, The Theory of Investment 
of the Firm (Princeton: Princeton Univ. Press, 1951). 


here a microeconomic theory (or at least 
the foundation of it) for which a transla- 
tion ef economic concepts into concepts of 
accounting, and vice versa, would be 
imaginable. 

The third problem is the application 
of this combined system to practical 
decision making. Joel Dean’s Managerial 
Economics, a successful trial in this direc- 
tion, aims toward an application of some 
aspects of traditional microeconomics, 
together with econometrics and market re- 
search, to practical decision making; with- 
out however, any intention of reconstruct- 
ing the whole theory, but apparently, with 
an insight for the necessity of some modifi- 
cations. 

Dean discusses the extent to which 
orthodox accounting records would need 
adjustment in order to comply with the 
requirements for rational decision-making. 
There are no direct suggestions made in 
terms of practical techniques or methods of 
estimation or measurement, but in reading 
Chapter Five of his book, one cannot help 
but visualize a kind of ‘economic-ac- 
counting department” which adjusts, 
modifies and extends data from other 
accounting departments in a similar way 
to what cost accounting does with data 
from financial accounting.™ 

The fourth problem is the reconciliation 
of accounting and economic terminology. 
The outstanding example is the income 


30 (New York: Prentice Hall, 1951.) Other textbooks 
with valuable contributions in this field are: Walter 
Rautenstrauch and Raymond Villers, The Economics of 
Industrial Management (New York: Funk and Wagnalls 
1949); and Leonard A. Doyle, Economics of Business 
Enter prise (New York: McGraw-Hill, 1952.) 

31 In some accounting circles Managerial Accounting 
had, as it seems, an acerbating influence. Dohr, loc. cil., 
reproaches Dean together with economists in general 
for severe misapprehensions as to the nature, functions, 
and practices of accounting, makes the mistake of falling 
into the other extreme, and sees in Dean’s attempt noth- 
ing but an intrusion of the economist into the sphere 
of the accountant, and rejects all managerial economics 
with the designation of mere speculation. Although his 
paper proves him a master in dialectic, it certainly does 
not improve the relation between accountants and 
economists. 
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concept. Besides many individual studies 
and private discussions, there are two 
publications of joint bodies which are of 
special interest, inasmuch as they reflect 
the need for a terminological clarification 
in two of the most important industrialized 
countries. The English report*® should 
really be mentioned under relation 1, as it 
concentrates more on the terminological 
and conceptual difficulties between busi- 
ness accounting and national accounting, 
of which the latter is treated as if it were 
the sole subject of economics, and of it 
only. The American Report® is closer to 
our relation 2, centers, in contrast to the 
English one, around the business income 
concept, and deals in this connection also 
with the problem of changes in the 
purchasing power of the monetary unit. 
This problem would lead us somewhat 
away from our relation 2 and is, apart from 
that, intensively discussed in current ac- 
counting literature.“ Returning to the 
income terminology, we have to point out 
that there is presently a strong trend to 
operate with various kinds of income con- 
cepts, designed for different purposes.* 


% Some Accounting Terms, A Report of a Joint Ex- 
ploratory Committee appointed by the Institute of 
Chartered Accountants in England and Wales and by 
the National Institute of Economic and Social Re- 
search (Cambridge: Cambridge Univ. Press, 1951). 

3 Changing Concepts of Business Income, Report of 

the Study Group on Business Income, (New York: 
Macmillan, 1952). 
_ “Index to the Accounting Review 1951-1955 alone 
lists 40 different papers under the heading of “Price- 
Level Adjustments and Economics and Accounting- 
Price Level Changes,” American Accounting Associa- 
tion, 1956. 

% “However, the measurement of income is not the 
sole, or even the most important, aim of accounting; 
in fact, there are grounds for the belief that the account- 
ant has overemphasized and overworked the notion of 
income far past the point of diminishing returns,” 
William A. Vatter, The Fund Theory of Accounting and 
Its Implications for Financial Reports (Chicago: Univ. 
of Chicago Press, 1947), p. 35; “The income concept as 
a whole is a tenuous notion. It is at least partly a matter 
of point of view as to what is meant by the term in the 
first place, because of its personal implications,” ibid., 
p. 38. See also H. R. Anton, op. cit., “Fundmaentally 
the fund statements differ from the orthodox accounting 
statements that are predicated on an ‘income’ or ‘cost’ 

The funds statement is the only major account- 


This is, no doubt, the best solution also 
for our relation 2. 

Due to its inductive-historical approach, 
accountancy centers around the historical- 
outlay cost concept while the deductive 
approach of economic analysis, with its 
more speculative slant, leads necessarily 
to the future-op portunity cost concept. It is 
of course true, as Dean (of. cit., p. 250) 
says, that the only cost that matters for 
business decisions is future cost, and that 
“actual” cost (i.e., current or historical 
cost) is useful solely as a benchmark for 
estimating the costs that lie ahead if one 
course of action is chosen as opposed to 
another. As far as opportunity costs are 
concerned, we must also admit that they 
can be of pivotal significance for the 
businessman’s decision-making. Economics 
recognizes not costs actually incurred, but 
only costs which take the form of profits 
from alternative ventures that are fore- 
gone. 

Closing the discussion on this relation 
we should not fail to draw attention to a 
very stimulating lecture series*® by F. 
Sewall Bray, to which in the current 
American accounting literature too little 
attention seems to have been paid. Bray 
tries to build an apparatus designed to 
solve problems of changes and dynamics in 
accounting; is thereby required to draw 
not only from social accounting, but also 
from dynamic economics, and even deals 
with problems of assets preferences, as 
discussed above: “In fact as it seems to 
me, a theory of asset preferences can only 
be worked out and understood with the 


ing rt that is not based on the ‘income’ concept,” 
pp. 234-235. See also Charles E. Johnson, “A Case 
Against the Idea of an All-Purpose Concept of Business 
AccountinG Review, April 1945, pp. 
243. 
% Research lectures delivered at Incorporated Ac- 
countants’ Hall, London; reprinted in Accounting Re- 
search: “Accounting Dynamics I,” April, 1954, BP: 133- 
153. “Accounting Dynamics II,” 1955, pp. 
26-37. “Accounting Dynamics III,” July, 1955, pp. 
267-280. “Accounting Dynamics IV,” January, 1956, 
pp. 52-68. 
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aid of capital change, and related income 
change, account.””*? 


Relation 3 


It is not surprising that relation 2 has 
not yet been systematically explored, as 
this is a relationship between accountancy 
and economics. However, it is surprising 
that relation 3, a connection between two 
fields of pure economics, has been only 
partly explored, and concepts from one 
section are only in a very restricted way 
translatable into those of the other. But 
first, a word about macroeconomics itself. 

There is a strong scientific interest in 
reducing the number of economic vari- 
ables with which we have to deal. “If we 
tried to write down the equations that 
determine the static equilibrium of millions 
of firms and households we should never 
accomplish the task. In particular we could 
never marshal the statistics that would be 
the necessary complement of such a sys- 
tem. This suggests the idea of reducing 
the number of variables to a few great 
social aggregates. This idea is very old. 
From the first, economists have tried to 
reason on national income, national sum 
total of wages, and the like. But it was only 
during the last quarter of a century that 
this idea has been systematically followed 
up. It is clear that we should be in a much 
better position to apply theory to statistics 
and statistics to theory if we could, for 
some purpose or for all, confine ourselves to 
such variables as national income, national 
consumption and investment, quantity of 
money, employment and interest rates. 
Analysis which attempted to do so is 
called Macroanalysis (R. Frish).’’** 

One of the most successful macro- 
economic systems has been that of Lord 
Keynes and the whole macroeconomic 
approach is indeed closely connected with 


5? Idem, “Accounting Dynamics I,” loc. cét., p. 141. 
88 J. A. Schumpeter, History of Economic Anlaysis, 
(New York: Oxford Univ. Press, 1954), p. 1143. 


his name. But in spite of the rapid develop- 
ment of national income analysis since the 
thirties, these two fields, macroeconomics 
on one hand and microeconomics on the 
other, have had only relatively little con. 
tact with each other. This contact is 
mainly on an econometric basis, and to 
our knowledge, was advanced first by 
L. R. Klein; other authors working along 
this line were Shou Shan Pu, K. May,* 
and more recently, after a considerable 
pause, H. Theil, who also works on a pure 
econometric ground, and considers essen- 
tially cases where macro-variables appear 
as linear forms of micro-variables, a 
method which implies a strong restriction 
on reality. However, the attentive reader 
of Theil’s book, will discover many paral- 
lels with the relation between business ac- 
counting and national accounting.‘ There- 
fore it is hoped that a more intensive 
study of “aggregation theory” by ac- 
countants will create valuable stimulus 
and will lead to further clarification within 
our relation 1. 


Relation 4 


This is a very solid relation, so strong 
that one can hardly imagine the existence 
of national accounting without macro- 
economics and vice versa. As indicated 
above, national accounting grew directly 
out of macroeconomics; thereby the latter 
proved much more adaptable to the 
climate of actual practice than micro- 
economics in its traditional form. 


3° Cf. L. R. Klein, “Macroeconomics and the Theory 
of Rational Behaviour,’ Econometrica, vol. 14 (1946), 
pp. 93-108; K. May, “The tion Problem for 
a One-Industry Model,” ibid., vol. 14, pp. 285-298; 
Shou Shan Pu, “A Note on Macroeconomics,” ibid., 
vol. 14, pp. 299-302; L. R. Klein, ‘(Remarks on the 
Theory of Aggregation,” ibid., vol. 14, pp. 303-312; 
K. May, “Technological Changes and Aggregation,” 
ibid., vol. 15 (1945), pp. 51-63; cited from H. Theil, 
Linear Aggregation of Economic Relations (Amsterdam: 
North-Holland, 1954), footnote p. 7. 

“ “Ageregates are averages, index numbers or 
national totals and macrotheories are derived from 
microtheories by means of analogy considerations,” 
H. Theil, op. cit., p. 6. 


| Ma 
anes 
over-é 
to dey 
savin; 
mone 
The | 
| is th 
| short 
avere 
felt e 
: of in 
| 
| prod 
dang 
peral 
viou: 
the 
in W 
is, b 
| into 
| ter-i 
cont 
| tanc 
acco 
play 
T 
| 
| coul 
exce 
| aut! 
pur 
| the 
| ord 
: and 
The 
| I 
ord 
| 
An. 
Wee 
| P. | 
| (Co 


we 


The Constellation of Accountancy and Economics 561 


Macroeconomics together with national 
accounting offers very handy means for an 
over-all view of the economy, in particular 
to depict factors like national income, total 
saving and investing, relations of the 
money flow, consumption and production. 
The great disadvantage of this approach 
is the excessive aggregation; it has the 
shortcoming of all systems working with 
averages. This deficiency makes itself 
felt especially in an analysis of the sector 
of industrial production, where national 
accounting brings many different kinds of 
products to a common denominator. The 
danger of adding together automobiles, 
perambulators, and shoes is quite ob- 
vious. This has led to the development of 
the input-output analysis (W. Leontief), 
in which the commodity-producing sector 
is, by means of elaborate tables, divided 
into more than 400 industries, so that in- 
ter-industry relations can be followed in 
great detail. This approach is still a very 
controversial issue but of special impor- 
tance for our investigation, as here again 
accounting techniques and principles are 
playing a vital role.“ 

This branch has not been shown 
separately in our graph, as we meant to 
include under the heading “National Ac- 
counting” all social accounting systems 
except balance of payment accounting. 
This might be considered to be an artificial 
naming and grouping, but seems to the 
author most appropriate for the present 
purpose. This representation simplifies 
the structure of our “constellation” in 
order to show clearly the underlying forces 
and relations. 


The Remaining Relations 


Due to their—for our purpose—sub- 
ordinated character, 5, 6, and 7 are here 


“For further reference see Input-Output Analysis: 
An Appraisal, Conference on Research in Income and 


Wealth (Princeton: Princeton Univ. Press, 1955) and 


P. N. Rasmussen, Studies in Inter-Setoral Relations 
(Copenhagen: Einar Harcks, 1956). 


combined in one section. The main pur- 
pose of segregating the sections dealing 
with foreign trade, from the other social 
accounting systems or economic branches, 
is to make the reader aware that the upper 
quadrangle of our graph is not completely 
closed. It would be possible to construct 
more parallel relations between accounting 
and economic sections. We have chosen 
to indicate foreign trade economics, and 
balance of payments accounting, since this 
is a section to be distinguished somewhat 
from the others. 

One should observe that the interna- 
tional balance of payments of a certain 
country is “a systematic record of all 
economic transactions during the period 
between residents of the reporting country 
and residents of other countries, referred to 
for conveniences as foreigners’ and is 
therefore a dynamic and not a static con- 
cept. The national accounting system 
contains, in addition to the statements and 
accounts discussed previously, many 
others among which the “‘rest-of-the-world 
account” forms our link to the next section 
and is therefore the basis to relation 5. 
It is connected with the national income 
and national product accounting and is 
distinguished from the balance of pay- 
ments account only in two essential points. 

First, the debit side of the rest-of-the- 
world-account corresponds to the credit 
side of the balance of payments account, 
while the credit side of the first is equiv- 
alent to the debit side of the latter one. 
This is easy to comprehend, as the rest-of- 
the-world-account is based on the out- 
siders’ perspective, while the balance of 
payments account is constructed from 
the residents’ point of view. Second, the 
items of the rest-of-the-world-account 
appear much more specified in the balance 
of payments account. In this instance the 


@ International Monetary Fund, Balance of Pi 
ments Manual (Washington: 1950); cited from J. P. 
Powelson, op. cit., p. 406. 
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translation of concepts of one section into 
those of another does not cause any 
difficulties.* 

As balance of payments accounting is 
usually considered a part of foreign trade 
economics, and this in turn is based on 
macro and microeconomics, we need no 
further proof of the soundness of relation 
6 and 7. 


CONCLUSION 


Once the various concepts of different 
sections are interchangeable or trans- 
latable, business accounting will become a 
much more useful tool for microanalysts 
and economists in general. One must 
realize that we have actually in accounting 
an outstanding method for collecting 
data about the cells of the economic body. 
It is a mechanism which could serve more 
purposes, a mechanism whose potential is 
much greater than its present performance. 
The yearly costs of accounting work done 
in any industrialized country are relatively 
high, but much of these costs are incurred 
only in order to satisfy the pertinent rev- 
enue authority. Too often the individual 
business man himself fails to take full 
advantage of his accounting organization 
(this is especially the case in unincorpo- 
rated small or middle-sized enterprises) 
either because of ignorance of its function- 
ing, or because of its inadequate coordina- 
tion. 

But still greater is the economist’s 
failure to benefit from this wealth of data, 
which he regards often enough as a by- 
product of little or no use to him. On the 
other hand the accountant, too, will gain 
and will be able to apply economic tools 
which are presently not yet usable for the 
practitioner. The idea of amalgamating 
managerial accounting with managerial 
economics is one of the ultimate aims. 


See also R. N. Rasmussen, op. cit., Chapter 2: 
“Elementary Inter-Industry Accounting,” pp. 15~27. 


When accountancy emerges as the incarna- 
tion of economics, the rational decision- 
maker will be able to take optimal ad- 
vantage of the achievements of economic 
science. 

The merging of the two branches will 
not mean that the economist must give up 
his analytic apparatus, nor the accountant 
his system. Existing tools of both branches 
should be used as far as possible; when this 
cannot be done, new and better imple- 
ments which will serve either branch will 
have to be devised. Whether this is prac- 
ticable cannot be answered until after it 
has been tried. 

Of course one cannot yet anticipate all 
effects resulting from such a change, but 
it seems that the future “accountant” will 
be required to undergo a more comprehen- 
sive training in economic analysis, social 
accounting, and mathematics.“ This is 
one reason more why most of the future 
accountants will not be able to get along 
without regular university study. Rela- 
tively few accountants have presently a 
comprehension of what economics really 
is. An introductory course in economics 
and some courses in money and banking, 

« “Since the accountant lives and works in a mathe- 
matical world, he must have a thorough understanding 
of mathematics in order to measure properly the eco- 
nomic phenomena with which he works,’ Kenneth 
W. Perry, “Statistical Relationship of Accounting and 
Economics,’ ACCOUNTING REVIEW, July, 1955, p. 502; 
See also Charles B. Allen, “Introduction to Model 
Building on Account Data,” N.A.C.A. Bulletin, June 
1955, Section 1, pp. 1320-1333. “Accountants of the 
future must be well versed in algebra, even to the ex- 
tent of advanced forms like matrix algebra, if they 
are ever to come to grips with this model technique,” 
F. S. Bray, “Accounting Dynamics IV,”’ loc. cit., p. 56. 
Concerning the expression of book-keeping relations, 
together with production functions in matrix notation, 
see: Rasmussen, op. cit., pp. 33 ff. The translation of 
accounting concepts into mathematical and technical 
terminology is also required by increasing application 
of electronics equipment in business. ‘“When the engi- 
neers approached the accountants for help in designing 
a business computer, they encountered a language 
barrier. The accountants could not specify what they 
needed in a language that the engineer could interpret,” 
J. A. Peltier, “Electronics in Business,” Business Man- 


agement and Administrative Techniques (Montreal: 
McGill University, 1954-55 Session), p. 236. 
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investment, corporation finance and public 
finance, can never provide an insight into 
the complexities of modern economic 
analysis. On the other hand, one can 
hardly require a practicing accountant to 
take courses in advanced economic theory 
and analysis, mathematical economics, 
econometrics, statistical inference, set 
theory, matrix algebra, game theory, 
linear programming, etc. 

Perhaps a way out of this dilemma could 
be found by providing for accounting stu- 
dents an academic course of economic the- 
ory in which those problems are dealt with 
which are paramount for the border area 
of accounting and economics, and which 
lead to a sound understanding of modern 
economic analysis. Another approach to 
this problem would be to have students 
specialize in this borderland and assign 
them the task of solving all transition 
problems.* 

A further effect will be that economists 
will realize that accountancy cannot be 
learned from books alone, but requires 
contact with actual practice. They will see 
that it is essential to have worked as 
accountants before they are qualified 
to pass judgment on the concepts, methods 
and conventions of accountancy. The best 
service to our cause can be rendered by 
trying to make clear to economists that it 
is not easy to satisfy their demands in 
actual practice, to show them how diffi- 
cult it is to convince management, to 
establish new organizational devices whose 
benefits do not go to the enterprise 


“ Three interesting expositions of the integration of 
accounting and economic studies at the more elementary 
university level can be found in: Caleb A. Smith, “How 
can Accounting be Integrated with Economics?” in 
AccounTING REvrew ,January, 1952, pp. 100-123; 
Carl T. Devine, “Integration of Accounting and Eco- 
nomics in the Elementary Accounting Course” in Ac- 
COUNTING REviEWw, July, 1952, pp. 329-333; David 
Solomons, “The Integration of Accounting and Eco- 
—— in Accounting Research, April, 1955, pp. 


directly, but are vicarious and sometimes 
even ambiguous in their effect, to show 
them how difficult it is to break customs 
and traditions, to overcome the inertia of 
little clerk or big executive. 

We can divide parts of human knowl- 
edge as to our own logic and needs. In 
some cases however this knowledge has 
been put into “boxes”? whose creation 
dates back many decades and even 
centuries. And if we discover now that 
these “boxes” are obsolete or too narrow, 
or maintain undesired separations, we 
must have the courage to throw them 
away and create new compartments. In 
this way we can improve essentially the 
structure of our knowledge. It is obvious 
that such a revolutionary process is ac- 
companied by frictions and creates 
counterforces. But economic science does 
not stand alone in this struggle for 
methodological improvement. The trend 
towards a common basis for and a link 
between different sections of a certain 
branch of knowledge, as it is demonstrated 
here, has some similarity, on a different 
scale of course, with what was happening 
to mathematics when “set theory” was 
developed. Set theory emerged out of the 
need for a uniform and rigorous basis for 
all sections of mathematics. Many barriers 
had to be broken and many preconcep- 
tions and oppositions overcome. Com- 
pletely new concepts had to be developed 
and a new structure had to be erected, 
but nowadays very few mathematicians 
doubt that all this effort was worth while. 

Admittedly, much of what had been said 
here has presumptive and hypothetical 
character; but let us remind ourselves that 
it is hypothesis which is the pioneer of 


“For Accountants and Economists with a fair 
mathematical background we recommend for further 
reference: Raymond L. Wilder, Introduction to the 
—— of Mathematics: John Wiley & Sons, Inc. 

ew York. 
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science.” And pioneering work we need, 
for in economic science we have reached a 
point where two roads, coming from 
opposite sides, are ending because of a deep 


47 |. , the long-term future of any profession is 
influenced by its present encouragement of new points 
of view. . . . Professional institutions by the very na- 


ture of their constitutions are concerned to preserve 
well-tried and proven systems, but it must also be recog- 
nised that development depends upon the discovery 
and investigation of new ideas and new methods.” 
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gorge in between. If we fail to build a 
bridge from one roadend to the other, the 
practitioner as well as the scholarly 
wanderer will have a long and troublesome 
roundabout way to reach their goals. 


“ 


. .. in the history of the professions it has often trans- 
pired that new ideas, even when they seemed to lie at 
some distance from main interests, eventually become 
matters of vital concern with great utilitarian signif- 
cance,” F. S. Bray, “Accounting Dynamics III,” joc. 
cit., p. 267. 
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THE NEXT STEP—A PROFESSIONAL 
SCHOOL OF ACCOUNTING* 


C. AUBREY SMITH 
Professor, University of Texas 


HE Report of the Commission on 

Standards of Education and Exper- 

ience for Certified Public Account- 
ants has at one fell swoop placed a frighten- 
ing responsibility, a magnificent opportun- 
ity and a sweeping challenge before the 
nation’s accounting educators. This re- 
port, in recommending a shift from experi- 
ence to education as the major element in 
securing the C.P.A. certificate, also states 
categorically “the formal educational prep- 
aration of candidates for the profession 
needs to be . . . more thorough and com- 
prehensive than is now provided by most 
educational institutions.’’ John L. Carey 
in a recent editorial boldly asserted 
“educational standards must be raised.” 
That the schools and colleges of the nation 
will rise to the occasion and meet the 
challenge is almost a foregone conclusion. 

But how will our educators approach 
this task? What organizational changes 
will have to take place? What new teaching 
materials will have to be provided? How 
will standards be built up and maintained? 
These and many other questions and prob- 
lems will arise, but foremost among them 
is the question of what type of organiza- 
tional structure is best suited to provide 
the framework for a professional program 
of accounting instruction. 

Even before the Commission’s report 
was published, the thought persisted in 
many minds that the department (or 
division in those schools not depart- 
mentalized) should be raised to the level 
of a school of accounting, either outside or 
within the college of business. The publica- 


* This paper was presented at Round Table No. 2, 
at the Annual Meeting of the American Accounting As- 
sociation at Seattle, August 28, 1956. 


tion of the Commission’s report gives 
added impetus to a fair and open discus- 
sion of the merits and demerits of such a 
proposal. 


THE QUESTIONNAIRE 


In order to secure attitudes, opinions, 
and perspectives concerning this subject, 
a short questionnaire was sent on a na- 
tion-wide basis to 170 individuals about 
equally distributed among deans of schools 
or colleges of business administration, 
professors of accounting, controllers of 
well-regarded corporations, and certified 
public accountants connected with firms 
at both national and local levels. An effort 
was made to build a questionnaire without 
slant or bias and respondents were urged 
to comment freely and openly. The fact 
that 141 completed questionnaires (ap- 
proximately 80%) were returned be- 
speaks the great interest manifested in 
this subject. The purpose of this paper is 
to summarize the factual data provided by 
this questionnaire and to interpret its re- 
sults. Because of the relatively small sam- 
ple, and considering that inevitably some 
bias may attach to one accounting teach- 
er’s interpretation of the facts, it is to be 
hoped that the officers of the American 
Accounting Association will pass the topic 
on to one of its task forces for further re- 
search and study. Your free and open dis- 
cussion of the subject during the period to 
follow is urgently sought. 


WHAT ARE THE ADVANTAGES AND DIS- 
ADVANTAGES OF SCHOOLS OF 
ACCOUNTING? 


In order that each respondent might 
have something tangible on which to 
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predicate an opinion, two lists were pro- 
vided. The first list consisted of nine 
alleged advantages and was immediately 
followed by a list of eight alleged dis- 
advantages. Those advantages or dis- 
advantages thought valid were to be 
indicated by a tick mark. Space was left 
for other advantages and disadvantages 
to be inserted on the questionnaire, but 
very few were added. A tabulation of the 
suggested advantages as set forth in 
Table I revealed the following: 

1. The dears were rather unimpressed 
by this array. Twenty-four of them failed 
or refused to mark even one advantage. 
The average number marked was less than 
one advantage per dean. The dean of an 
eastern school emphasized his attitude by 
marking at the top of the sheet “all 
nonsense” and from the western part of 
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the United States came this comment, “] 
question a great deal the validity of any 
of these alleged advantages.” 

2. The other three groups circularized 
selected, on the average, about six of the 
nine listed advantages. 

3. Item 6 (give accounting deserved 
recognition accorded other professional 
schools) and item 3 (improve prestige of 
accounting trained people, etc.) were 
selected by 8 out of 10 in all groups other 
than the deans. 

4. Item 9 (allowing for granting of 
professional degrees) seemed to have the 
least amount of support. 

From Table II, it appears that only 
three of the eight listed disadvantages 
seem to have caused any substantial 
disturbance, namely items 2, 4 and 6. The 
possibility, however, of some additional 


TABLE I 


ScHOOL OF ACCOUNTING—QUESTIONNAIRE SUMMARY 
Some SuGGESTED ADVANTAGES—By CLASSES OF RESPONDENTS 


List 


Con. CPA's 


Pr 
Deans in 
fessors trollers 


Number Responding 


33 39 33 34 139 


1, Build prestige with students, thus encouraging more good stu- 


dents to pursue accounting as a career. 


ployers. 


ness while in college. 


an &w 


maximize coordination of internship programs. 


8. Secure better control over prerequisites. Can tailor liberal educa- 
ticn and general business courses to fit needs of the accounting 


major. 


9. Allow opportunity for recommending degrees more in keeping 
with accounting specialization, such as Master in Accounting or 


Master in Professional Accounting. 
Total 


Average number of advantages per respondent 


. Improve prestige of accounting graduates with prospective em- 


. Improve prestige of accounting trained people with other profes- 
sionally trained people, the courts and public generally. 
. Help to develop professional attitudes and professional conscious- 


. Permit greater opportunity, particularly at graduate level, for 

development of programs of study leading toward controllership, 
public accounting and perhaps other areas of specialization. 1 24 23 24 

6. Give accounting deserved recognition now accorded other pro- 

fessional schools, such as Jaw, medicine, engineering, journalism, 
architecture, divinity, library science, pharmacy, fine arts, etc. 5 29 24 32 

7. Permit a more effective control over both students and account- 

ing curriculum. Example: faculty could organize its work so as to 


3 31 20 
3 20 23 19 «65 
4 32 24 2888 
5 26 21 28280 
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Taste II 


ScHooL OF ACCOUNTING—QUESTIONNAIRE SUMMARY 
Some SuGGEsTED DisADVANTAGES—By CLassEs OF RESPONDENTS 


List 


Pro- Con- 


fessors trollers Prestiee Totals 


Deans 


Number Answering 


33 39 33 34 139 


noe 


. Will occasion additional costs not justified by prospective results. 18 6 2 1 27 
. Accountants and business people are associated in the business 


world and should learn to work together in college. Separate 


school would tend to widen the gap. 


ments ideas of grandeur and independence. 


Will set a bad precedent in the college. May give other depart- 


4, Professional school of accounting may lead to excessive concen- 


tration in accounting subjects. 


30 25 21 18 94 


5, Would tend to accentuate training for public accounting at ex- 
pense of training for a career in business or industrial accounting. 12 12 10 3 37 
6. Won’t work in smaller schools, thus placing them at a disadvan- 


tage with universities having large student bodies. 


7. Tend to waste student’s time. Five or six years is too long in col- 


lege to give over to training for an accounting career. 


8, Timing is bad. Should wait until practitioners and controllers re- 


quest accounting schools. 
Total 
Average number of disadvantages per respondent 


11 22 15 14 62 
6 3 5 1 15 
0 3 0 0 3 


116 92 66 42 316 
3.5 2.4 2.0 1.2 2.3 


cost of carrying an accounting school and 
the fact that colleges with small enroll- 
ments might find such a school inadvisable 
seemed important to approximately 25% 
of those returning the questionnaire. 

A very large number of those answering 
indicated that the professional school 
might lead to undue concentration or 
proliferation of accounting subjects. This 
fear seemed to have been in the minds of 
about 67% of all those reporting; however, 
most teachers and practitioners were of the 
opinion that this danger could be easily 
eradicated. Comments such as the follow- 
ing were typical: “not if properly ad- 
ministered’’; “this is not necessarily true 
but would have to be guarded against”; 
“this could happen if prerequisites for 
professional school does not include ad- 
equate liberal arts background”; “sure 
would at the undergraduate level’’; and “‘a 
danger to be guarded against of course, 
but if accountants and teachers are wise 
the school will be organized along broad 
fundamental lines.” 


Some of the accounting teachers were 
particularly incensed about item 8 which 
stated that schools of accounting should 
be held back until they are requested by 
employers of graduates. Statements such 
as the following were typical: ‘‘are we 
leaders or followers’; ‘‘this is wrong— 
education ought to lead if it is worth 
doing’’; and “‘purely a question of whether 
those of us in college teaching of ac- 
counting wish to lead or merely follow.” 


FOR OR AGAINST 


After having the opportunity to weigh 
and consider the possible advantages and 
disadvantages, those questioned were next 
asked whether they regarded the idea of 
the school of accounting as essential, 
meritorious, unnecessary, or harmful. 
Table III shows the tabulation of replies 
on the assumption that those who checked 
items 1 and 2, essential and meritorious, 
expressed approval and those who checked 
items 3 and 4, unnecessary and harmful, 
were opposed. On this basis it is obvious 
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Taste III 
SCHOOL OF ACCOUNTING—QUESTIONNAIRE SUMMARY 
How Do You REGARD THE PROFESSIONAL SCHOOL OF ACCOUNTANCY? 
CPA’s in 
Deans Professors Controllers Seasties Totals 

No % No % No % No. %G No % 

1. Essential—I am for it now a 6.0 10 25.6 10 30.3 22 «(64.7 44 31.7 
2. Meritorious—I believe advantages 
outweigh disadvantages, but need 

more time to consider 2 6.0 20 46.5 10 29.4 47 33.8 

Total registering approval 4 12.0 30 76.9 So 6S 3 M1 91 65.5 
3. Unnecessary—I am skeptical but have 

an open mind 13 39.4 6 15.4 8 24.2 2 5.9 2920.9 

4. Harmful—I am against it 16 48.6 3 re | 0 0 19 13.6 

Total registering disapproval 29 =—88.0 9 @.i 8 24.2 2 5.9 48 = 34.5 

Total Respondents 33 100.0 39 100.0 33 100.0 34 100.0 139 100.0 


that the deans indicated a preponderant 
distaste (88%) for such an arrangement. 
Professors and controllers evidenced a 
76% vote of cofidence in the accounting 
school idea, and, rather to be expected, 
the public practitioners strongly supported 
it. Two-thirds of the C.P.A.’s seemed to 
think that now is the time to get such 
schools started, but the controllers and 
teachers seemed to sense a need for fur- 
ther study and consideration. 

Attitudes concerning a school of ac- 
counting and its location in relationship 
to other areas of accounting instruction 
are so closely related as to make them al- 
most inseparable. In fact, the structure of 
the school vhere it is to be located and 


to whon head would be responsible 
affect ma __ illy one’s views as to whether 
he would .- for or against such an ar- 


rangement. Those who are against the 
school idea would naturally enough prefer 
the present orthodox departmental loca- 
tion. Those who support it have also to 
face up to whether the school should be 
completely independent of the college of 
business or should accept the status of a 
school within the college. In recent years 
The University of Texas has witnessed 


both developments. The School of Jour- 
nalism stayed within the College of Arts 
and Sciences while the School of Architec- 
ture, much to the dismay of the dean of 
engineering, moved completely outside the 
College of Engineering. Movements of both 
types are perhaps common to most uni- 
versities. Both arrangements have their 
respective advantages and disadvantages; 
however, at this stage of accounting 
development, the maintenance of the 
school within the college of business would 
seem to cause fewer disturbances and 
animosities than if it were summarily 
detached. Time, continued growth of the 
profession, and acceptance of a professional 
school by teachers of other business sub- 
jects will, if future developments demand 
the separate school, establish a firmer 
basis for moving it out of the college of 
business. 

Table IV again clearly demonstrates the 
position of deans as diametrically opposed 
to that of the other interested groups. 
Those preferring a school within the 
college have a slight edge (45% to 40%) 
over those who would like to see the school 
completely separate from the control of 
the dean of the college of business ad- 
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TABLE IV 
ScHOOL OF ACCOUNTING—QUESTIONNAIRE SUMMARY 
CHOICE OF ORGANIZATION FOR PROVIDING ACCOUNTING INSTRUCTION 
List Deans Professors Controllers Totals 
Number of Replies 33 39 33 34 139 
No % No. %&% No % No % No % 


1. A separate school with a dean report- 


ing directly to the college president. 2 6.0 
2. Aschool within the College of Business 
Administration headed by a director 
reporting to the dean of the college 2 6.0 
3. A department on same level as finance, 
marketing, management, etc. 29 =-88.0 
4. No opinion 
Total 33 100.0 


16 41.0 8 24.2 19 55.9 45 32.4 
30 14 41.2 49 35.3 
Oo: 4 12.1 42 30.2 
1 2.6 1 3.1 1 2.9 3 2.1 
39 100.0 33 100.0 34 100.0 139 100.0 


ministration. It is interesting to note that 
of the 29 deans registering opposition to 
the school of accounting, three of them hold 
professorships in accounting cr were at one 
time chairmen of accounting departments. 

A further analysis of comments by deans 
leads to the belief that while voting against 
a school within the college, what they 
really disapprove is the idea of a school 
separate and apart from the college or 
school of business. The following excerpts 
seem to bear out this conclusion: 

“A separate school would tend to distort the 
relation of accounting to other functions of busi- 
ness,”” 

“The creation of a detached school or college of 
accounting would separate major participants in 
business education to the detriment of each.” 

“Practically all deans of established schools 

oo oppose separate accounting schools strong- 
y. 
_ “In my judgment, a separate school of account- 
ing would simply degenerate into a business 
college type of program which would train a 
group of clerical bookkeepers rather than educated 
accountants.” 


One dean showed his good political 
sense by ending with the following state- 
ment below his expression of distinct 
disapprobation: 

“Of course, if such a separation should be 


decided upon, we would strive to make it 
work.” 


ACCOUNTING AS A FOUR- OR FIVE-YEAR 
PROGRAM 


On one point the questionnaire clearly 
showed all groups to be in substantial 
agreement, namely, a professional ac- 
counting training cannot be crowded, 
along with liberal arts and the core business 
curriculum, into four years! 

Table V provides numerical answers to 
the question. “Assuming a professional 
school or division of accounting were 
needed, which of the four types of arrange- 
ments would you prefer?’ Since responses 
to items 2, 3, and 4 are so closely bunched 
as to preference, it would seem that all 
three arrangements have considerable 
merit under differing sets of circumstances. 
These will depend on the background of 
the entering student, the school’s under- 
graduate program, demands of business 
and the accounting profession, beginning 
salaries of graduates, whether the school 
should be open to those preparing for 
public accounting solely or for a career in 
accounting wherever utilized, and a host 
of other considerations. Many of you may 
have firm opinions on these points and will 
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TABLE V 


oF ACCOUNTING—QUESTIONNAIRE SUMMARY 
ASSUMING A PROFESSIONAL SCHOOL OR DivisION WERE NEEDED 
INDICATION OF PREFERENCE 


List Deans Professors Controllers = Totals 
Number of Replies 33 39 33 34 139 
No % No % No % No % No % 


1. two-year undergraduate school 

built on top of a two-year program of 

general education. 4 12.1 
2. A three-year school built on top of a 

two-year program of general educa- 

tion. Student registered in the school 

of accounting would pursue required 

non-accounting business courses in the 

appropriate departments of the col- 

lege. 4 1.1 
3. A two-year school built on top of a 

three-year program of general educa- 

tion and general business courses (in- 

cluding first-year accounting). 2 6.1 
4. A graduate school of accounting re- 

quiring a bachelor’s degree to gain ad- 


mission. a | 
5. No response. 6 18.2 
Total 33 100.0 


15 38.5 11 33.3 G 17.7 36 25.9 


16 41.0 10 30.3 15 44.1 43 30.9 


6 
2 
39 139 100.0 


want to raise them during the discussion 
period to follow. 

Several respondents to the questionnaire 
expressed rather strong feelings that the 
school of accounting should be organized 
strictly as a school of public accounting. I 
find it difficult to agree with this position 
and cite the following reasons: 

1. The basic accounting subjects and 
many of the advanced courses are applica- 
ble equally to those headed for public ac- 
counting and those pursuing the account- 
ing route to managerial positions. Solidar- 
ity and unity, not fragmentation, will be 
required if the school of accounting is to 
maximize its advantages and measure up 
to its challenges and opportunities. 

2. To plug for a school of public ac- 
counting might provoke the controllers 
into feeling that accounting educators had 
abandoned them. In this case, they might 
be expected to recommend, as one con- 
troller has recently suggested, that ac- 


counting courses leading toward controller- 
ship be transferred to the Department of 
Management. 

3. All the advantages of a separate 
school of public accounting can be secured 
by proper programming within the one 
school of accounting. Students pointing 
toward public accounting would naturally 
concentrate on those subjects which lead 
more directly to public practice and the 
CPA certificate. 


THE QUESTIONNAIRE AMPLIFIED 


The cold statistical figures and averages 
fail to tell the whole story. I would be un- 
fair to the approximately 140 well edu- 
cated, highly trained, keenly interested 
individuals who responded to the ques- 
tionnaire if I failed to let them speak for 
themselves. Typical comments from ac- 
counting teachers follow: 


“Tt is in the right direction.”’ 
“I believe most educators recognize the need 
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now for a professional school but will not act until 
employers and the accounting profession demand 
it.” 

“I fear pressure from the profession if separate 
schools are set up.” 

“In view of the anticipated enrollments and 
expansion in facilities, this is the best time to take 
the forward step which is sure to come sooner or 
later.” 

“Unless the professional school of accounting 
results in better preparation for careers in ac- 
counting, I see no reason for its development.” 

“Accounting teachers are conservative by na- 
ture and still under the ‘thumbs’ of the deans of 
schools of business. In years to come we will 
wonder why we hesitated so long in establishing 
these schools.” 

“We ought to work toward better schools of 
business rather than try to build a separate struc- 
ture which cannot function adequately by itself.” 

“Accountants have been oversold on account- 
ing as a ‘tool of management.’ What is needed is a 
return to the idea of accounting as a ‘check on 
management.’ This applies to private as well as 
public accountants. A school would help develop 
accounting as a part of top management with 
standards and ideals which would strengthen its 
influence and power.” 


Although controllers have pursued no 
organized research comparable to that 
of the Commission’s study, they are none- 
theless keenly alive to the problems of 
education and training for the controller- 
ship function. A few examples clearly 
demonstrate this interest: 


“The professional school of accounting has 
considerable merit if it is worked out on a basis 
that will assure a broad general education and a 
sound understanding of all business functions.” 

“T am finding the controller’s job to be not 
over 25% accounting. We are being called upon 
to perform many other functions and assume 
other responsibilities. How would a school of 
accounting meet this situation?” 

“Tt is essential that we have men available for 
all phases of accounting who would be recognized 
as experts in their fields just as lawyers and engi- 
neers are.’ 

“One year of graduate level study in account- 
ing is highly desirable if the general college courses 
include appropriate studies in economics and basic 
accounting.” 

“A professional school of accounting would 
tend toward narrow training rather than broad 


education which is necessary today. Regardless of 
how much is said about training for ‘accounting 
wherever utilized, not public accounting solely,’ 
the latter is what I am sure will result.” 

“IT believe the establishment of a separate 
school of professional accounting would be an 
important step in the right direction.” 


As would be expected from the tabulated 
statistics, practicing public accountants 
were even more pronounced in their com- 
ments, such as: 


“This idea put into practice will help us to 
grow professionally.” 

‘Long overdue.” 

‘“‘Wonderful thought—hope it can be done.” 

“A desirable goal that can come none too 
soon.” 

“Tf accounting is to attract students it should 
educate them as other professional people are 
educated. By including the program among busi- 
ness courses, the profession is relegated to the 
status of a business.” 

“To gain the potential advantages and avoid 
the possible disadvantages, it is essential that 
each professional school set high standards of 
selection and training.” 

“T favor the five-year program provided the 
additional year is given over to a fattening up of 
course sequence aimed to furnish the student with 
an insight into the interaction of forces that play 
on the operations of business, but not if it is to be 
given over to a proliferation of accounting 
courses.” 

“Accounting will never be truly professional 
until it requires a good general education and 
has its own professional schools.” 


SUMMARY AND CONCLUSIONS 


A fair appraisal of contemporary opinion 
among the four groups interrogated would 
appear to suggest: 

1. For the long pull a separate profes- 
sional school of accounting on a strict 
graduate basis has considerable merit and 
will eventuate in many of the larger 
universities within the next decade or so. 

2. During the transition stage, and for 
most schools permanently, a school of 
accounting within the college of business 
may be the best solution. A popular prefer- 
ence is a two-year accounting program 
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beginning at the senior year and carrying 
through a fifth year. Such an arrangement 
will: 

a. Provide for from 60 to 90 semester 
hours of course work in the humanities 
and human relations, social sciences, and 
natural sciences and mathematics. 

b. Keep the school of accounting in close 
touch with other related areas of business 
administration and retain a basic core of 
business and economics of from 20 to 30 
semester hours. 

c. Provide some general accounting 
training for those who contemplate a 
bachelor’s degree only, but will permit 
concentration toward a professional career 
at the fifth, and in some cases, the sixth 
year. 

d. Allow the student to select at the 
level of the fifth year a positive program 
leading toward public practice, controller- 
ship, government service or teaching. 

e. Maximize the accounting faculty’s 
control over prerequisites, curriculum and 
students without interference from other 
business areas, and finally 

f. Help develop a professional con- 
sciousness while in college, accentuate 
accounting as a career by giving added 
prestige to its graduates, permit the 
issuance of a separate accounting bulletin, 
and give deserved recognition to account- 
ing now accorded other professional 
schools. 

3. Deans of schools of business, the 
majority of whom have backgrounds and 
interests not closely related to the work of 
the professional accountant, have an 
honest fear of the consequences and hence 
tend to oppose, at this time, elevating 
accounting from a department to the 
status of a school. However, it is my opin- 
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ion that upon further reflection, and after 
satisfying themselves that the over-all 
aims of the college are not injured, that 
accounting training is improved, that the 
additional cost of conducting such schools, 
if any, is nominal, and that the employers 
of accounting graduates are pleased with 
the newer arrangement, they will support 
the change and in many cases claim credit 
for it. 

In conclusion, the following quotation 
from “Participants’ Findings” in Pro. 
ceedings of a Conference on Professional 
Education for Business! seems so apt to this 
study as to justify quoting. 

“Schools of business must provide 
curricula which will equip young men and 
women for the world of their future—as 
well as the world of today. This task will 
require a complete re-examination of the 
present educational program. Constant 
reappraisal of objectives will be necessary 
as a consequence of the drastic changes in 
prospect for business and for the American 
economy. College administrators and fac- 
ulties must be bold, resourceful, and 
imaginative. Action is required to develop 
a long-range program.” 

With such advice and admonition ring- 
ing in our ears, will teachers and practi- 
tioners, dedicated to placing accounting on 
an ever higher plane in the professional 
and business world, accept the challenge 
and respond to the call for action? The 
manner and extent to which we support 
and develop the professional school of 
accounting may well test our sincerity and 
devotion. For my part, I am confident the 
answer is WE WILL! 

1 Faculty Requirements and Standards in Collegiate 
Schools of Business, American Association of Collegiate 


Schools of Business, Held October 27-29, 1955, at Arden 
House, Harriman Campus of Columbia University. 
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EDUCATION FOR PUBLIC ACCOUNTING 


WITH SPECIAL REFERENCE TO THE REPORT OF THE COMMIS- 
SION ON STANDARDS OF EDUCATION AND EXPERIENCE 
FOR CERTIFIED PUBLIC ACCOUNTANTS 


LAWRENCE L. VANCE 
Professor, University of California, Berkeley 


fession is a topic of perennial interest 

to practioners of the art as well as to 
educators. This can be seen in a variety of 
circumstances: in the formal qualifications 
required of candidates for admission, in 
the many discussions of the problem which 
stud the literature, in the continuous exist- 
ence of committees on education in pro- 
fessional organizations, in the responses of 
practitioners to invitations to appear be- 
fore students, and in the occasional. ap- 
pointment of commissions to review the 
educational process. This concern is vital 
to the improvement of the profession and 
perhaps to its continued existence. Exam- 
ples are numberless and without geo- 
graphical limit. For instance, the College 
of Accountants in Venice, which was 
founded in 1581 and later achieved a 
status similar to that of our state boards 
of accountancy, admitted members to 
the college or society by requiring, first, 
a certificate of fitness from a magistrate, 
second, an apprenticeship of six years, 
third, a certificate from a magistrate 
on the legal attainments of the candidate, 
fourth, a declaration by the accountant 
under whom he had served as to his 
ability, fifth, an examination before a 
board of examiners, and sixth, another 
examination before the Governing Body. 
The parallel between this process and the 
course for obtaining a C.P.A. in some of 
our states is not coincidental. Another 
example appears in the news of a report by 
a Special Committee on Examination and 
Training of Apprentices of the Chartered 
Accountants in Scotland which was re- 
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cently issued. The universality of concern 
with this subject appears also in the 
prominence given it in the international 
congresses on accounting. 

The report of our own Commission on 
Standards of Education and Experience 
for Certified Public Accountants is the 
occasion for this discussion. In considering 
it we need some criteria for determining 
what the education of a C.P.A. should be. 
How does one decide what kind of educa- 
tion is desirable? The author suggests four 
approaches: (1) We can trace the evolution 
of the educational process for the pro- 
fession. If there is any merit in the ideas 
that social institutions tend to improve as 
experience grows or that they tend to 
adapt themselves to changing external 
conditions, then we should be able to see 
the direction of desirable change in the 
resulting pattern. No doubt we can still 
disagree on the question of how far it 
should be carried. (2) We can examine the 
experience of recruits to the profession. 
This involves scrutiny of the success of 
different educational processes in enabling 
the candidates to gain admission, and it 
also involves investigation of the perform- 
ance of persons from different educational 
processes after they have been on the job 
for some time. (3) We can consider the 
opinions of well informed persons who give 
evidence of penetrating thinking on the 
subject, both within and outside the pro- 
fession. (4) We may refer to the experience 
of other professions, being careful to avoid 
the well known pitfalls of analogy as well 
as we can. 

In the following paragraphs these cri- 
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teria will be applied to the major con- 
clusion of the commission: namely, that 
training for the Certified Public Account- 
ant should, in the foreseeable future, be 
based primarily upon formal schooling, 
and that his education through experience 
should come after admission to the pro- 
fession. Attention will also be paid to one 
or two subsidiary topics, such as the func- 
tion of the C.P.A. examination, on which 
such criteria as seem pertinent will be 
brought to bear. As a matter of informa- 
tion, we shall notice the whole recom- 
mendation of the Commission. The Com- 
mission has done a very thorough job of 
assembling facts and arguments on each 
of the issues, so that much of the evidence 
cited here will be found in the Commission 
report. 


EVOLUTION OF THE EDUCATION 
OF ACCOUNTANTS 


It is appropriate to begin our considera- 
tion of the evolution of accounting educa- 
tion with Italy, where modern accounting 
was born. Mention has just been made 
of the apprenticeship system for training 
accountants in Venice in the sixteenth 
century, where a six-year apprenticeship 
was required. In 1742, the Senate of Milan 
created a college, or association, of ac- 
countants, to which admission was gained 
after an apprenticeship of five years. In 
1805, under Napoleon I, a decree was is- 
sued for the licensing and practice of public 
accounting throughout the kingdom of 
Italy, which involved a three-year appren- 
ticeship. Before beginning practice under 
this law, the candidate had to give evidence 
of having finished a regular course in the 
humanities and of having completed the 
study of arithmetic “‘in all its branches.” 
In 1836, an ordinance sanctioned by 
Pope Gregory XVI changed the exami- 
nation from two parts—one on arithmetic 
and one on double-entry bookkeeping— 
to a three-part examination given on 
successive days, the third part ‘on 


themes to develop ideas on related sub- 
jects.” In 1860, technical institutes were 
formed which taught, among other sub- 
jects, bookkeeping and commercial law, 
In 1885, divisions of commerce and 
accountancy were established in the tech- 
nical institutes. For a time, the institutes 
had two examinations, one for a diploma 
which admitted the student to institutions 
of higher learning, and another which ad- 
mitted him to practice. Under the law of 
July 15, 1906, the practice of public ac- 
counting was reaffirmed as the exclusive 
right of members of the colleges or associa- 
tions of accountants. At this time the hold- 
er of an accountant’s license, or a person 
admitted to teach in the technical in- 
stitutes, or a graduate of a high school of 
commerce was admitted to the association 
after two years of practice and passing an 
examination. Accountants in Italy con- 
tinued to press for better accounting 
education, and in 1902, the Luigi Bocconi 
Commercial University was formed. The 
Commercial University of Milan was 
oriented in a professional direction, and 
was said to be attended chiefly by ac- 
countants. In 1919, the Higher Institute 
of Accountancy was established to com- 
plete the training of the accountant. Pro- 
fessor Alessandro Grosso, describing the 
situation in Italy in 1929, concluded ‘“‘that 
young men planning to enter the profes- 
sion of accountancy are, in increasing 
numbers, completing their training at the 
University.’’ The chronicle of major events 
in the evolution of accounting education 
in the Italian states has been given at 
some length because it is the longest his- 
tory in point and the evolution is quite 
clear. From a purely apprentice training of 
six years in the sixteenth century, Italy 
arrived at a preference for university 
training with two years experience in 
1929.1 


1 Grosso, Alessandro, “Education for the Accounting 
Profession in Italy,” Proceedings, International Congress 
on Accounting, New York, 1929, pp. 189-201. 


4 
cam: 
| stub 
tion 
stitt 
land 
cout 
prof 
| freq 
the 
tic 
trac 
Inst 
five 
| this 
ieal 
| fact 
cou 
| | 
trai 
| of t 
Wa 
ver 
| pre 
: pre 
qui 
| yee 
cot 
Ch 
aS 
| ye 
pre 
cla 
ne! 
tos 
nit 
we 
| his 
| co 
th 
| ve 
— ac 
| 19. 


Education for Public Accounting 575 


Developments in Scotland and England 
came much later and seem to face a more 
stubborn conservatism. Before the forma- 
tion of the societies now known as the In- 
stitute of Chartered Accountants of Scot- 
land and the Institute of Chartered Ac- 
countants in England and Wales, the 
profession was open to anyone and was 
frequently practiced in conjunction with 
the teaching of bookkeeping and arithme- 
tic and other commercial subjects. The 
traditional entrance into the English 
Institute is through an apprenticeship of 
five years. It is often thought, especially in 
this country, that the English neophyte 
jearns his accounting in practice, but in 
fact the custom is to take correspondence 
courses in accounting. One English writer 
refers to this as the basic examination 
training of most students.” In 1945, three 
of the accountancy bodies in England and 
Wales developed a plan to combine uni- 
versity work with preparation for the 
profession. The scheme involves an ap- 
prenticeship agreement of five and three- 
quarter years, but two and three-quarter 
years of this are spent in a university 
course specially designed for students go- 
ing into the profession. The Institute of 
Chartered Accountants in Scotland set up 
a Special Committee on Examination of 
Apprentices in 1953 which reported this 
year. The recommendations include the 
proposal that the prescribed university 
classes in law, in accountancy and busi- 
ness method, and in economics be taken 
together during an academic year of say, 
nine months, for which time the apprentice 
would be granted leave of absence from 
his master’s office. The Scottish ac- 
countants’ president is quoted regarding 
the recommendation for some regular uni- 
versity study: “I betray no secrets when 
I tell you that when the proposal of the 
academic year was first mooted, the re- 


2 Saunders, G. F., “The Accountant in Practice,” 
The Sixth International Congress on Accounting, London, 
1952, p. 395. 


action of the Special Committee and of 
many members of the Council, including 
myself, was very definitely against it. The 
more we studied the problem, however, the 
more we became convinced that a step of 
this kind must be taken if the training of 
future members is to be kept abreast of 
modern requirements.” The Scottish In- 
stitute had previously required some uni- 
versity courses, but did not permit them to 
reduce the time spent in full time work as 
an appretice. Although the rate of change 
is slow, there appears to be definite move- 
ment in England and Scotland toward a 
greater reliance on regular, full time uni- 
veristy work as a training for the public 
accounting profession. 

We can observe something of the same 
sort in our own country. When C.P.A. 
laws were first passed at the end of the 
last century and the beginning of this one, 
a high school education was the maximum 
of formal training required. This is still 
typical, but as the present time, six states 
specify additional general education and a 
seventh requires it for candidates sitting 
after 1958. New York, New Jersey, and 
Florida now require completion of a four 
year college course; Connecticut will re- 
quire it beginning January 1, 1959. Cali- 
fornia, North Carolina and Tennessee re- 
quire completion of two years of college. 
New York, New Jersey, North Calorlina 
and Tennessee require the college work to 
include accounting. Furthermore, Illinois 
requires completion of thirty semester 
hours, in approved schools, of accounting, 
business law, economics, and finance, of 
which at least twenty semester hours must 
be in accounting. Mississippi requires that 
all candidates complete an approved 
course of reading or study in auditing, 
accounting theory and practice, and com- 
mercial law, but does not require it to bea 
classroom experience. Coming within a 
space of considerably less than fifty years 
in most cases, these changes from reliance 
upon high school education plus experience 
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to college work are a persuasive indication 
of inadequacy in the older program. 

Trends are often reflected only slowly in 
the law and its appurtenant regulations. 
The choices of the candidates for admis- 
sion to a profession are a still better indica- 
tion of the trend. Of all candidates for the 
May, 1953 examination, 74% were college 
graduates; 53% of those sitting for the 
May, 1954 examination in Massachusetts, 
84% of those in the November 1954 exam- 
ination in Wisconsin, and 58% of the Cali- 
fornia candidates in the period 1952-1954 
were college graduates. A spokesman for 
the profession in England recently re- 
marked that they were getting an in- 
creasing proportion of university graduates 
as apprentices. Our statistics do not give 
us data on the age distribution as well as 
the educational qualifications of the can- 
didates, but general observation indicates 
that larger proportions of the younger 
candidates than the foregoing figures 
indicate are college graduates. Where ad- 
mission to a profession requires no rigor- 
ous education, and, as in accounting, 
many persons have some experience in the 
subsidiary branches of the field, it is 
natural to find many who have decided 
late to attempt a profession. Others who 
have been disappointed in an earlier 
choice also take the examination. There 
seems to be no doubt, however, that most 
young people planning a career in ac- 
counting expect to gain college graduation. 

I conclude that experience has indicated 
that college training is a sufficiently better 
preparation than experience alone to 
justify the recommendation of the Com- 
mission that it be made the primary part 
of the education of a C.P.A. 


EXPERIENCE OF RECRUITS 


We have suggested that if recruits do 
better in their efforts to gain admission to 
the profession with one kind of training 
than another, we should prefer the training 


received by the more successful candidates. 
Evidence on this point appears in studies 
made of the success of C.P.A. examination 
candidates. A study of the May, 1953 
examination shows 83% of the successful 
candidates to be college graduates, where- 
as college graduates made up approxi- 
mately 70% of the unsuccessful candidates, 
Other studies have produced similar 
conclusions. 

Performance of the neophytes after 
admission is not so easy to determine. We 
do have indirect evidence, however, in the 
policies of American public accounting 
firms in recruiting staff. All of the larger 
firms have been energetic in sending rep- 
resentatives to our campuses to select 
personnel. It has long been the practice of 
leading firms to add only college graduates 
to their permanent staffs, and some of them 
have been remarkably successful in main- 
taining this policy even in the years of 
high demand and short supply following 
World War II. We do not have to infer 
from these policies that college training 
has shown itself superior in terms of the 
performance of the new members of the 
profession, for representatives of the 
firms have stated this explicitly to many 
of us. 

I therefore conclude that experience of 
the candidates for the profession supports 
the recommendation of the Commission 
that college training be the primary 
preparation for practice. 


JUDGMENT OF WELL 
INFORMED OBSERVERS 


We have already noticed two elements of 
opinion which we may place under this 
category. One is the report of the Com- 
mission itself, which consisted of twenty- 
four distinguished practitioners and educa- 
tors, of whom only five dissented from the 
proposal to make a professional college 
education the primary qualification for 
practice. The other element of opinion 
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already noticed is the opinion of the part- 
ners of the firms whose policy of adding 
only college graduates to their permanent 
stafls we have just observed. 

In making this approach to the question 
of what kind of education C.P.A.’s should 
have, the writer is not thinking primarily 
of opinion within the accounting profes- 
sion. He has in mind rather the opinions 
of educators in other fields and of business 
men who use the services of the profession. 
Increasing emphasis has been laid in re- 
cent years upon the importance of a broad, 
or as some prefer to call it, a liberal edu- 
cation, as an increasingly complicated 
technology and proliferating specializa- 
tion focus attention upon narrower studies. 
This viewpoint was well expressed for all 
professions by Woodrow Wilson in talking 
to the American Bar Association meeting 
in 1894, on the subject of “Legal Educa- 
tion of Undergraduates.” He said: 
worst enemy of the law is the man who 
knows only its technical details and 
neglects its generative principles... .” 
Dwight Eisenhower, speaking at Penn- 
sylvania State University on June 11, 
1955, expressed it thus: ““‘What we need is 
general education, combining the liberal 
and practical, which helps a_ student 
achieve the solid foundation of under- 
standing—understanding of man’s social 
institutions, of man’s art and culture, and 
of the physical and biological and spiritual 
world in which he lives. It is an education 
that helps each individual learn how to 
relate one relevant fact to another; to get 
the total of relevant facts affecting a given 
situation in perspective; and to reason 
critically and with objectivity and moral 
conscience toward solutions to those situa- 
tions or problems.”’ Another president, 
William Howard Taft, then Chief Justice 
of the Supreme Court, told a conference on 
legal education in 1922, that “The best 
preparation for the study and practice of 
such a profession is a wide and thorough 


general education.” A number of promi- 
nent people on both sides of the Atlantic 
have expressed this idea; Agnes E. Meyer, 
speaking at Wayne University on Novem- 
ber 15, 1955, stated it as follows: “At 
present the defenders of culture declare 
that we must put less emphasis on voca- 
tional training and more on the study of 
humanities. This type of thinking con- 
tinues an artificial and dangerous separa- 
tion. .. . The answer is not to avoid the 
vocational and substitute the so-called 
liberal studies. These liberal subjects were 
all vocational at a time when education 
was reserved for the few who were to be- 
come clergymen, theologians, secular 
scholars and professional leaders of the 
nation. Now that our democracy depends 
on the leadership not of the aristocratic 
few but on the people as a whole—upon the 
consent of the governed—all vocational, 
scientific and professional training should 
be accompanied by insight into their rela- 
tionship to the social scene and their con- 
tributions to human progress, human well- 
being and human freedom.” 

Without more quotations we may refer 
to the fact that prominent business men 
have in recent years taken particular in- 
terest in the broadly educated college 
graduate. This has appeared not only in 
speeches, but also in increased job op- 
portunities in business for the liberal arts 
major and in several programs for assisting 
private liberal arts colleges. In view of the 
role of the C.P.A. as a business counselor 
in a world increasingly involved in social 
problems, and in view of the need for the 
profession to be able to adjust itself to 
changing methods, and considering the 
opinions just quoted, the recommendation 
for a broad college education combined 


3See, for example, Sir Alexander Carr-Saunders, 
“The Functions of Universities in the Modern World,” 
The Sociological Review, vol. XXXII, Nos. 3-4, p. 141, 
and Samuel Alexander, “The P of a University,” 
The Political Quarterly, vol. 11, No. 3, p. 337. 
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with professional training seems very well 
founded. 


OTHER PROFESSIONS 


The experience of other professions may 
be helpful in indicating a proper course for 
accounting, particularly since public ac- 
counting is a young profession. In med- 
icine, learning began on an apprenticeship 
basis. At the end of the eighteenth cen- 
tury medical schools began to be estab- 
lished in this country; by 1800, there were 
five schools. In the first half of the nine- 
teenth century, a larger number of medical 
schools were founded, but they were 
chiefly commercial institutions of ex- 
tremely poor quality and as late as 1910, 
many were described as only lecture halls 
with half of them having incomes less than 
$10,000 per year. It was not until 1904 that 
a Council on Medical Education of the 
A.M.A. suggested a high school education 
as a prerequisite to medical training; at 
that time it also recommended one year of 
college work and one year of internship 
after graduation. Between 1910 and 1920, 
medical education was greatly upgraded 
following a well publicized investigation of 
the subject and became a _ university 
discipline. One feature of the develop- 
ment was the contribution of large sums 
by several philanthropists. From 1918 to 
1956, the Council on Medical Education 
and the Association of American Medical 
Colleges required two years of liberal arts 
training before medical school; in 1953, 
they raised the standard to three and rec- 
ommended four. But in fact the students 
entering medical school in the fall of 1951 
had only two years of college in only 1.1% 
of the cases; 21.5% had three years and 
77.4% had four years. 

In the field of law we have a discipline 
which was taught in the medieval uni- 
versities, but some American jurisdictions 
still require no formal education. How- 
ever, the American Bar Association and 
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the Association of American Law Schools 
have worked over the years to raise edu- 
cational standards for lawyers. By 1939, 
forty-one states, with 90% of all law 
students, required two years of college 
and three years of law school before admis- 
sion to the bar. Kansas and Pennsylvania 
require four years of college and three of 
law before admitting a candidate to the 
bar examination. 

The experience of the medical and legal 
professions in this country suggests that 
college training with considerable broad 
preparation for the professional education 
is desirable. There appears to be no sub- 
stantial difference in the needs of the public 
accounting profession. 


OTHER CONSIDERATIONS 


Two other matters are of special im- 
portance in any discussion of the training 
of C.P.A.’s; namely, the role to be as- 
signed to experience, and the function of 
the C.P.A. examination. Two issues rela- 
tive to experience as a qualification are 
prominent. The first of these is known 
among lawyers as the Abraham Lincoln 
or American Boy Argument. As applied 
to accounting, it holds that the opportu- 
nity to qualify for the profession by working 
in the field and passing the examination 
should be left open for the fellow who can- 
not afford to go to college. After all, 
Abraham Lincoln studied law on his own 
and did well. There are several important 
answers to this argument. The first is that 
it may be poor justice to the individual 
to suggest that he needn’t go to college; 
he will be handicapped as a result. Fur- 
ther, the purpose and need of regulation 
of the profession is protection of the pub- 
lic from incompetent practitioners; even 
though an occasional person of excep- 
tional quality might be discouraged from 
entering the profession by requirements 
of education, many more of undesirable 
quality would be encouraged to enter by 
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any exemption. Again, many students 
work their way through college, and in 
these times, they do it although married. 
The requirement of a formal education 
would therefore seem to pose no unusual 
hardship. Finally, if anyone is concerned, 
as we all should be, with the fact that 
talent is sometimes wasted because the 
possessor finds it too difficult to go to 
college, the remedy would seem to be in 
furnishing aid through scholarships, not in 
exempting the individual from the require- 
ment of an education. In the opinion of 
this writer, as well as in the recommenda- 
tions of the Commission, the Abraham 
Lincoln argument should not prevail. 
More controversy appears with reference 
to the second issue about experience. This 
isthe question of what or how much experi- 
ence a person should have before being 
admitted to the profession. Differences 
here are derived from different conceptions 
of the kind of competence a newly admit- 
ted practitioner should have. One view is 
that the candidate should have had prac- 
tical experience in doing everything he 
might later be called upon to do, and to 
have done it well. Some of the states have 
moved in this direction by requiring evi- 
dence that a candidate has had experience 
as a senior on audits, has written audit re- 
ports of average difficulty, and so on. If this 
view is carried very far, it might be sug- 
gested that admission would be more fit- 
ting as a ceremony upon retirement than 
in beginning a profession, since all ac- 
countants are expected to improve their 
competence throughout the years, or so 
we hope. In the other direction is the view 
that no experience should be required. 
This is generally the case in the legal 
profession in this country. This viewpoint 
recognizes that a young person is only 
partially qualified in terms of all possible 
professional service and levels of compe- 
tence even though he may have some ex- 
perience. It recognizes that professions 
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are not like the skilled trades, where 
employers often expect to use anyone they 
can get from the hiring hall with reason- 
able satisfaction—professional services are 
typically selected more carefully. It follows 
that new members of a profession are not 
likely to be entrusted with matters of 
great import until they have demon- 
strated a capacity which commonly is 
achieved only after considerable experi- 
ence. The Commission has recognized this 
and recommends that, eventually, when 
formal schooling provides professional 
training of a high order, the neophyte in 
accounting should be admitted to the 
C.P.A. examination upon completion of 
his schooling and into practice upon pass- 
ing the examination. Evidently few people 
really approve of admission with no 
experience at all; the Commission rec- 
ommends internship as a part of the 
professional training it contemplates; the 
medical profession usually involves a year 
of internship after graduation; and even 
the legal profession has been discussing the 
desirability of a requirement for some 
experience. It is at this point that the 
members of the Commission who decided 
to become dissenters take leave of the 
Commission. They wish to retain the 
experience requirement for admission to 
practice; they adhere to the concept of the 
C.P.A. as a person of certain competence, 
rather than of certain training. The 
present writer has agreed so enthusiasti- 
cally so often with the Commission’s rec- 
ommendations that the reader may sus- 
pect that this dissertation was inspired by 
some advocate of the Commission, and if 
so, the skeptical reader may take heart at 
this point, for here the present writer has 
some doubts. The Commission’s program 
includes an internship in addition to 
better and more realistic teaching mate- 
rials. Internships are apt to be difficult to 
arrange in many areas; they can well force 
a calendar upon the faculty in accounting 
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wholly out of line with that of the rest of 
the university. There is some doubt of their 
adequacy and uniformity. It seems better 
to this author to follow the recommenda- 
tion for improved schooling, with or 
without internship; then to allow the 
candidate to take his examination im- 
mediately, but to defer his admission to 
practice as a principal until he has had 
some experience—say a year. The purpose 
of this is to get the neophyte acquainted 
with the materials of his work in realistic 
settings, not to make an accomplished 
practitioner of him; it is based on some 
skepticism as to the ability of formal 
schooling to do this, and, more im- 
portantly, upon the contention that a 
school which paid sufficient attention to 
more important issues would have no time 
and little inclination to do it. This program 
represents the Commission’s view of a de- 
sirable transitional goal, except that the 
Commission specifies two years of experi- 
ence. Our differences involve only our 
estimates of what the future development 
of advanced training in accounting -can 
accomplish and the practicability and 
effectiveness of internship programs in it. 

The last topic considered here is the role 
of the C.P.A. examination. It has been 
looked upon as a test of competence to 
practice. The Commission has described it 
as chiefly an academic exercise, and pro- 
poses to make it a test of the candidate’s 
formal education. Efforts have been made 
in recent years to make the examination 
more representative of practice, particu- 
larly in the auditing section and by includ- 
ing income tax problems prominently. 
However, no examination of this type can 
be anything but academic. Anyone who 
doubts this should have a few practitioners 
of outstanding accomplishment in the 
profession, twenty years away from their 
schooling, and with no special preparation, 
take the examination. Men of this sort 
have often remarked with truth as well as 


humor that they could not pass the 
examination. Reasons are easy to find. The 
time element is one; consolidated balance 
sheets do not have to be done in an hour 
in the field. Reference books and con- 
sultation are also available in the field. 
Other abilities beside problem solving are 
important in the field—ability to con- 
vincingly explain the accountant’s view- 
point to clients, for example. The Commis- 
tion’s recommendation is well justified. 
One suggestion may be made in this con- 
nection: one of the objectives of the Com- 
mission is uniformity; if the examination 
is accepted as academic in nature, and as 
a test of preparation for the profession 
rather than a test of achievement in it, 
and if the states continue to require a 
period of experience before admission to 
practice as a principal, let us not confuse 
the public by issuing a certificate without 
a license to practice (as one state now 
does). 
CONCLUSION 


The Commission on Standards of Educa- 
tion and Experience for Certified Public 
Accountants has done an excellent piece 
of work and deserves the commendations 
of practitioners and academic accountants 
alike. Its recommendations are reproduced 
as follows: 


Transitional goal: 

1. College education, including completion of 
an accounting major as part of the under- 
graduate program, or college graduation, 
supplemented by completion after gradua- 
tion of the equivalent of an accounting 
major. 

. Satisfactory completion of the Uniform 
C.P.A. Examination. 

3. A minimum of two years of practical experi- 

ence in public accounting under the guid- 

ance of a C.P.A. 


Long-range goal: 

. College graduation. 

. A qualifying examination. 

. A professional academic program. 
. An internship program. 

. The Uniform C.P.A. Examination. 
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A COMMENT ON MR. GREER’S 
BENCHMARKS AND BEACONS 


GrorGE O. May 


which was published in the January 

issue of the REVIEW, must surely be 
one of the strangest articles that ever 
appeared in an accounting journal. The 
substantive part of it is a recommendation 
that the Association endorse an approach 
to the problem of corporate financial re- 
porting that has been in existence for 
nearly a quarter of a century. The historical 
part is made up largely of praise for those 
who did not favor that approach twenty 
years ago and disparagement of those who 
did. The article leaves the impression of 
having been, if not extemporaneous, 
hastily prepared without the revision 
which might have corrected defects in 
history, documentation and attribution 
of views and motives to others. 

I shall deal with this address only to 
the extent that it relates to two distin- 
guished professors of accounting who are 
no longer with us, or to reports of two 
committees of the American Institute of 
Accountants of which I was chairman. 


Point I 

Mr. Greer says, “For many years, in fact, pub- 
lic accountants denied the necessity of a code of 
principles or standards, formulated by anyone. 
Practitioners, while freely referring to ‘generally 
accepted accounting principles’ in their certificates, 
were quite vague as to what was comprised by 
that term. It was contended even by teachers that 
(a) these principles were so numerous and variable 
that their precise expression was impractical, and 
also (b) that they were so well understood that 
their reduction to writing was wholly unnecessary. 

“To the credit of the profession it should be 
noted that as early as 1932 some effort was being 
made to put practitioners on record in the negative 
as to some of the most objectionable accounting 
practices of the ‘high-finance’ era of the turbulent 
twenties. 


T= address of Mr. Howard C. Greer, 


“Tt took another two years to give these recom- 
mendations the status of a formal action by the 
national organization, but a groundwork had at 
last been laid for the establishment of some defi- 
nite standards, by which published financial 
statements could be measured. 

“Pressures were being applied from several 
directions. Establishment of the Securities and 
Exchange Commission, and some forthright pro- 
nouncements by its members, served noticc on 
the profession that it must adopt (or have im- 
posed upon it) some more comprehensive and 
less flexible rules. By requiring that the financial 
statements required under the Act be accom- 
panied by the certificate of an ‘independent ac- 
countant’ the Commission gave the profession 
its greatest opportunity; by laying down rules 
as to what constituted an acceptable form of ex- 
pression the government put the practitioners 
under their first effective regulation.” (Emphasis 
mine.) 


In footnotes he cites (1) Correspondence 
between the American Institute of Ac- 
countants and the New York Stock Ex- 
change of September 1932, (2) “Audits of 
Corporate Accounts,” American Institute 
of Accountants, September 1934 (sic), and 
(3) Report of the Chairman of the 
Securities and Exchange Commission for 
the fiscal year 1939. 

It may be more helpful to state the 
relevant facts than to point out inac- 
curacies in Mr. Greer’s statement. The his- 
tory may well begin with the year 1926. In 
that year the president of the American 
Institute of Accountants suggested to the 
president of the New York Stock Ex- 
change that cooperation between the two 
bodies might be an effective way of bring- 
ing about an improvement in corporate 
reporting of listed companies. The sugges- 
tion was not acted upon at that time, but 
it was renewed at the annual meeting of 
the Institute of 1930 at which Mr. J. M. B. 
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Hoxsey, executive assistant to the Com- 
mittee on Stock List of the Exchange, had 
by invitation made an important adress; 
and was then accepted. An Institute 
Committee on Cooperation with the 
Stock Exchange was created. 

During 1931 there was joint considera- 
tion of specific problems. On January 25, 
1932, I, as chairman of the committee and 
at its request, submitted to Mr. Hoxsey a 
copy of a paper of broader scope which I 
had prepared but which had not been 
published. An extended discussion of the 
paper followed (which was interrupted by 
two visits to England which I had to 
make) and eventually there emerged the 
report of September 21, 1932. This report 
was placed in evidence before the Senate 
Committee on Banking and Currency 
in January 1933 when what became the 
Security Exchanges Act of 1933 was under 
consideration. 

During 1933 plans for the implementa- 
tion of the committee’s recommendations 
were formulated through cooperation be- 
tween the Exchange, the Institute, listed 
companies, the American Management 
Association and accounting firms, and on 
January 10, 1934, “Audits of Corporate 
Accounts” was issued with every prospect 
of its successful application. This was 
before the law which created the Securities 
and Exchange Commission was intro- 
duced; not seven months after that event, 
as Mr. Greer states. Thus, the Commission 
harvested the fruits of the earlier activities 
of the Stock Exchange and the Institute, 
which had been initiated before even the 
election of President Roosevelt. 

In August 1934, a report entitled ‘‘Re- 
ports to Stockholders” was made by a com- 
mittee of the Business Advisory and Plan- 
ning Council for the Department of 
Commerce. This report was prepared by 
Dr. Thomas H. Sanders and its recom- 
mendations were in harmony with those 
of the Institute and the Stock Exchange. 


The newly formed Comptrollers In- 
stitute endorsed the proposals made jointly 
by the Stock Exchange and the Institute. 
A group of members of the American 
Accounting Association, which included 
Mr. Greer, adopted a different approach to 
the problem and brought about the issue 
in 1935 of the Tentative Statement of 
Accounting Principles Underlying Cor- 
porate Reports. 

The Securities and Exchange Com- 
mission has adhered in general to the ap- 
proach recommended in the joint report 
of the Stock Exchange and the Institute 
and also in the report of the Advisory 
Committee to the Department of Com- 
merce. It is this approach which Mr. Greer 
would have the Association adopt and 
extend, as indicated in his proposals. 

It was in the Stock Exchange-Institute 
correspondence that the introduction of 
the expression “generally accepted ac- 
counting principles” was first suggested, 
and its meaning in that context was 
clearly defined though Mr. Greer’s state- 
ment would suggest that the fact was 
otherwise. 


Point II 


The report made by Messrs. Sanders, 
Hatfield and Moore in 1938, to which Mr. 
Greer refers, naturally followed the general 
lines of the report which Dr. Sanders had 


-made in 1934. I regret that Mr. Greer 


should have spoken disparagingly of two 
such teachers of accounting as Professor 
Sanders and Professor Hatfield for having 
adopted in 1935 an approach to a problem 
which he has now himself adopted. I feel 
also that the disparagement was unsup- 
ported by evidence and unwarranted. 


Point III 


Mr. Greer uses as a peg on which to 
hang his proposals, a passage which he 
quotes from an interview with me and 
describes as a “pitiless evaluation of our 
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current performance.” The evaluation is 
not, I think, pitiless or even novel; I ex- 
pressed substantially the same views in 
1952 in a comment in the report of the 
Study Group on Concepts of Business In- 
come, of which Mr. Greer was a member. 
The correctness of the evaluation can 
hardly be questioned (Changing Concepts 
of Business Income, p. 136). 


Point IV 


On the subject of the all-inclusive in- 
come account, Mr. Greer says, “The 
president of the Institute notes a ‘reluc- 
tant trend’ towards its adoption, and the 
Institute Committee on Accounting Pro- 
cedure moves cautiously in this direction 
by recommending issuance of a combined 
statement of income and surplus.” He 
continues to quote from the Committee 
and comments in a paragraph, “Does all 
this mean that we are now approaching 
amillennium... ?” 

As the volume from which Mr. Greer 
quotes, out of context, the two words 
“reluctant trend” show, they were written 
before the author had become president of 
the Institute, and the quotations from the 
Institute Committee are from a bulletin 
issued in 1941 (and restated in 1953) 


which has been superseded by a bulletin 
of which Mr. Greer makes no mention, 
issued in 1948. 

The undesirability of making an ab- 
solute rule on this point was indicated in 
1935 when it was under active considera- 
tion. In that year the United States Steel 
Corporation, in view of the limited pro- 
spective demand for steel production 
(which over the decade of the 1930’s 
averaged less than 50 per cent of capacity) 
set up a special obsolescence reserve, 
based on independent engineering advice, 
of $270 million, which it did not deduct in 
determining its net income for the year. 
As a result of the great demand for steel in 
the next decade, the steel corporation re- 
stored this reserve to surplus in 1948, 
excluding the credit from its income for 
that year. Both of these treatments were 
in accord with Accounting Research Bulle- 
tins now in force, and both were, in my 
judgment, entirely proper. 

In this comment I have confined my- 
self to a discussion of matters in relation to 
which I feel a sense of obligation to others. 
Any who may be interested in a fuller 
expression of my views on the history of 
the period covered by Mr. Greer will find it 
in Chapter IV of my Financial Accounting. 
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SOME OBSERVATIONS ON “STRUCTURE 
OF ACCOUNTING THEORY” 


R. J. CHAMBERS 
Associate Professor, University of Sidney 


university and college courses in ac- 

counting began to include theoretical 
and controversial aspects of the subject in 
their curricula. Many such institutions 
still provide only the briefest of introduc- 
tions to matters of this nature, and very 
few questions on marginal issues are to 
be found in the professional examination 
papers. Where the attempt has been made 
to extend courses of study beyond the 
traditional technical boundaries the need 
must have been felt for a text which deals 
adequately with the assumptions and 
concepts of accounting. 

In this field, as in the study of the 
development of accounting, Professor 
Littleton has been one of the notable pio- 
neers. His work in collaboration with 
Professor Paton and his Structure of 
Accounting Theory are among the most 
comprehensive of their kind, and the 
teaching profession will be grateful that 
what he has done he has done in a thorough 
manner. One may disagree with his views 
or with his exposition at many points but 
still be appreciative of the care with 
which he has brought under observation 
the characteristics of conventional busi- 
ness accounting. It is much too soon to 
appraise the influence of a contemporary 
writer of such eminence on the study and 
practice of accounting. But it is never too 
soon to examine a line of argument or a 
set of propositions. The purpose of this 
article is to do just that: to consider 
Professor Littleton’s position as he ex- 
pounds it in Structure of Accounting Theory. 


[: is a relatively short time since 


LIMITS 


The monograph falls into two parts, the 
first on the nature of accounting, the 


second on the nature of theory. The 
purpose of the first part is to show that 
“accounting is not merely a collection of 
traditional methods but a tightly knit 
discipline in which all parts support each 
other” (p.v.). The second part is a 
dissertation relating theory and practice in 
accounting, culminating in the statement 
of twenty-three “inductively derived” 
principles. 

The general nature of the title and the 
use of the unqualified term accounting 
throughout the work may not be mislead- 
ing to those who are preoccupied with 
business accounting. We have long been 
accustomed to the use of accounting in the 
limited sense of business accounting. But 
why? Accounting is a generic term; 
several species, each having distinctive 
features, are recognized even by the 
novice. Each of these species of accounting 
has its peculiar form because it serves its 
own specific purpose. These differences 
in form and purpose may be made the 
subject of explanation, justification or 
criticism: each species of accounting may 
thus have its own theory. There may, of 
course, be a part of all such theories which 
is common, so that in broad outline the 
structure of accounting theory would 
consist of a part which might be called 
general theory, and a number of other 
bodies of propositions each dealing with a 
particular species of accounting. The 
present point, however, is that Structure 
deals with business accounting only. 

But the scope of the work is limited by 
other features. Firstly, double-entry book- 
keeping is assumed. Now there are many 
types of entity which do not keep double 
entry records, and there are reasons why. 
It may be quite instructive to consider 
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these cases; for preoccupation with double- 
entry accounting may lead to the (possibly 
erroneous) conclusion that no less com- 
prehensive method of accounting has any 
merit. Professor Littleton seems, however, 
tacitly to adopt the same position as 
Gilman: an accounting entity “exists 
only in relation to a double-entry account- 
ing record.” 

In the second place, accounting on a cash 
basis receives only the briefest notice. Yet 
entities which keep accounts in this way 
are by no means insignificant. On the one 
hand are administrative governmental 
departments and agencies; the transactions 
of many of these exceed the transactions 
of most business corporations. On the other 
hand are large numbers of small business 
firms, possibly the majority in number of 
all business units. It is, of course, quite 
permissible for a writer to limit his dis- 
course, but where these limitations are not 
explicit it is easy to overlook the possibility 
that the whole field is larger than the part 
that is dealt with, and therefore to miss the 
opportunity of using the features of the 
neglected area to inform one’s judgment 
or to broaden one’s propositions. 


SEARCH FOR A CRITICAL CONCEPT 


Professor Littleton, after an intro- 
ductory chapter, sets out to discover the 
“center of gravity” of accounting. He feels 
there must be some basic concept which 
distinguishes the subject from other sub- 
jects and that “such an idea is probably 
impossible to define’ (p. 18). In seeking 
this one idea, this “unique concept”, he 
examines successively “financial state- 
ments,” “asets,” “captial” and “income” 
and concludes that the idea of income is 
more fundamental in accounting than the 
others. 

To attempt to discover a basic concept 
is well worth while. Such a concept may 


1S. Gilman, Accounting Concepts of Profit, Ronald, 
Press, Inc., 1939, p. 52. P 


be expected to provide an explanation of, 
or a justification for, all the things that 
may be done in the name of accounting. 
The relationship between this concept and 
accounting processes may be considered to 
be such a relationship as exists between 
ends and means. Accounting is not an 
end in itself; it is but a means to an end; 
the end to be conceived will necessarily 
lie outside of accounting. To limit the 
search to concepts within the field of 
accounting, as the author has done, will 
prevent the discovery of a basic concept. 
It results in the choice of one from among 
several concepts within accounting, a 
choice which runs the risk of being arbi- 
trary. It results in placing an emphasis on 
one feature of accounting which may dis- 
tort the resulting picture of the accounting 
process, and lead to indictment on a charge 
of special pleading. One is tempted to 
speculate on the possibility that the 
figurative use of “center of gravity” has 
led to restriction of the inquiry to matters 
within, or at the center of, accounting. 
For basic general propositions it is 
necessary to reach out, beyond the subject 
itself, into adjacent or related fields of 
inquiry. Professor Littleton, in his intro- 
ductory chapter, identifies these fields. But 
if his conclusion is that income is the 
“center of gravity” of accounting, it might 
be supposed that he has ceased asking 
why before reaching the boundary of 
accounting. The question “why is income 
calculated?” may give rise to a variety of 
answers. But the ultimate, general answer 
is: because people need information about 
income in order to make reasonable deci- 
sions and to take reasonable actions. This 
answer provides a link between accounting 
and the fields of study which concern 
themselves with human action, such as 
economics, psychology and other social 
sciences. (These are fields into which the 
student of accounting, as such, need not 
venture, except for the purpose of using 
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their observations or conclusions to test 
his own nascent propositions, and perhaps 
where his own field overlaps ome other 
field of inquiry.) It follows that not 
“income,” but “the provision of knowledge 
of income” is the basic general proposition 
in accounting. 

Professor Littleton does, however, give 
some glimpses of this link between ac- 
counting and human action. “Account- 
ancy arose to provide information to the 
owner-investor” (p. 24); “...funda- 
mentally the objective [of accounting] is 
to make enterprise activities understand- 
able” (p. 77). “The central purpose of 
accounting is to make it possible to men to 
reach a calculated judgment of the success 
of the enterprise in rendering its services 
... this is the heart of accounting, and 
therefore the center of the structure of 
accounting theory” (p. 34-5). This last 
quotation unquestionably recognizes the 
provision of information to be an im- 
portant function. But as it appears at the 
end of a chapter devoted to the importance 
of income calculation, one is inclined to 
take it as obiter dicta rather than as a 
principal proposition. Thisapparent ambiv- 
alence may leave the reader in some 
doubt as to the author’s position; but as 
will be shown later Professor Littleton 
does not base his exposition to any vital 
extent on his last quoted proposition. 

Two other points regarding the position 
of “income” in the author’s schema de- 
serve attention. Adopting the author’s 
limitation of the field to business account- 
ing, is it true that income is the most 
important or most fundamental concept? 
If it is true, the revenue account will ap- 
pear to be the main product of the process, 
and the balance sheet will be regarded only 
as a by-product; Professor Littleton com- 
mits himself to some such position (p. 35). 
But on this view it is impossible to account 
for the amount of attention that has 
always been paid, in legislation, regulations 
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and professional discourse, to the form and 
contents of balance sheets. Is it not true 
that the representation of solvency is not 
less important than the representation 
of income? And is it not true that income 
(a stated sum) of itself is meaningless, and 
that it only derives meaning by comparison 
with the sum on which it is earned? The 
conceptual importance of the balance 
sheet can scarcely be gainsaid, however 
poorly balance sheets in practice may re- 
present the state of the financial affairs of 
a venture. And although Professor Little- 
ton’s explicit remarks on the balance sheet 
are denigratory, the true status of the 
balance sheet is often implicitly recognized. 
Thus, “. . . dividend suits and bankruptcy 
cases turn on the issue of solvency, and 
solvency is measured by the usefulness 
of the assets for discharging liabilities or 
paying dividends” (p. 30). The only 
ground on which one may challenge the 
usefulness of the balance sheet is that no 
balance sheet can show “‘the usefulness of 
the assets for discharging liabilities or pay- 
ing dividends’; such a proposition is 
untenable. At this point it should be 
noticed that the basic general proposition 
referred to previously ought to be widened 
to include other matters than income; 
e.g. the function of accounting is the pro- 
vision of knowledge, or information, on 
the income and financial position of 
entities. 

The second point is that to adopt in- 
come as the unique or most fundamental 
concept, places the author in a difficult 
position. It will be recalled that he seeks 
“some basic concept” which “is probably 
impossible to define.” In accounting, 
income is a thing to be measured. How 
may it be measured if the concept of in- 
come is impossible to define? Professor 
Littleton sticks to his guns and does not 
define it. But however great the difficulties 
may be in defining the general term, in- 
come, the difficulties must be faced; even 
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if the best that can be done is to define 
income for specific types of entity, or to 
qualify the term so that definition becomes 
easier. 


THE MATERIALS OF ACCOUNTING 


The view of Professor Littleton with 
respect to the entry in accounts of ex- 
change transactions will be familiar to 
readers of An Introduction to Corporate Ac- 
counting Standards. Its main features are 
few. The transactions of an entity are to be 
distinguished from the transactions of 
other entities; as to price only the former 
are relevant. The amounts by which 
transactions are represented in accounts 
are to be the documented amounts arising 
in arm’s length transactions between 
the entity and other parties; these amounts 
are objectively determined. Any subse- 
quent external event has no bearing on the 
amounts thus recorded; the accounting 
operations to which those amounts are 
subjected are to be considered as a statis- 
tical process, rather than as a process 
concerned with the representation of 
economic realities. The implications of 
these propositions need closer examination. 


Transactions and other events 


It will be useful to consider first the 
kinds of information which are to be en- 
tered in accounts. We are told that “the 
raw data of enterprise accounting are 
economic facts” (p. 36); “‘a basic purpose 
of accountancy is to classify enterprise 
facts” (p. 46); “accounting transactions? 
are related to economic activities . . . eco- 
nomic action, in order to become a 
transaction, must have grown beyond 
mere expectation” (p. 48). The general 
sense of the accounting records thus 
described is too narrow both for Professor 
Littleton’s own purposes and for the 
purpose of enabling “men to make a 


* Presumably those enterprise transactions which 
have a monetary aspect. Cf. p. 49. 
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calculated judgment of the success of the 
enterprise.” Fact in the above quotation 
may have a wider connotation than 
transaction, but the length at which trans- 
actions are dealt with, and the definite 
exclusion of external economic facts, sug- 
gest that only actually consummated 
transactions may be entered in accounts. 
But this is inconsistent with the author’s 
admission that provisions, and other 
balance date adjustments, may be in- 
cluded in accounts; he gives several types 
of situation in which expectations rather 
than actions are the basis of entries (p. 
72). On the valuation of inventories, the 
use of the “lower of cost or market” rule is 
questioned (p. 210); but the author does 
not categorically deny that it should be 
used. If it is permissible, it provides an 
example of an entry based on an external 
event. It follows that the passages quoted 
envisage much narrower criteria than can 
be sustained; and that it is necessary to 
allow that expectations and external events 
may give rise to entries in accounts. 
Objectivity 

The desire to limit to consummated 
transactions what may be entered in 
accounts arises from the belief that ac- 
counting statements may be drawn which 
are independent and free of personal 
judgment and caprice. To try to obtain 
objective measures of events and transac- 
tions seems to be quite a justifiable 
endeavour. But it must be admitted that, 
except for the simplest ventures, account- 
ing cannot avoid the use of some estimates. 
When Professor Littleton writes “ac- 
counting figures are objective and verifi- 
able” (p. 50), he seems to be overstating 
the case, for not a/l accounting figures are 
objective. When he speaks of “objec- 
tively determined periodic profit” (p. 66) 
he speaks of something which is unobtain- 
able. When he says “assign costs to be 
revenue debits of the future when objec- 


and 
Tue 
not 
‘ion 
me 
and 
son 
The 
nce 
ver 
re- 
of 
tle- 
eet 
the 
ed, 
tey 
ind 
ess 
or 
nly 
the 
no 
of 7 
is 
be 
on 
ed 3 
‘0- 
on 
of - 
h- 
al 
It 
ks 
ly 
W 
yr 
yt 


588 The Accounting Review 


tive evidence shows that they have capac- 
ity for making later contributions that 
are not relevant to the current revenue or 
to the current period,” (p. 69) he leaves 
room for doubt as to how an apportion- 
ment can be made which is quite objec- 
tive. Scarcely any provision for diminu- 
tion of value can be objective. Even 
many transactions between two parties 
take place at prices which are not fair 
market prices, prices which are therefore 
not entirely objective in a strict sense. 

Objectivity is, without doubt, a useful 
notion; one to be used wherever possible. 
But its use and importance should not be 
overworked. It seems to be sufficient to 
stipulate that initial entries in account- 
ing records are to be based on documentary 
(and therefore verifiable) evidence; no 
such stipulation can be made about sub- 
sequent adjustments such as valuation 
provisions. 

There is another use to which the notion 
of objectivity may be put. If the point 
of view of the user of accounting state- 
ments is deserving of consideration, it 
may be supposed that statements are 
required which represent, objectively as 
far as possible, an enterprise and its 
results. There are two points at which 
objectivity may fail. The accounts may, 
at the direction of management, contain 
adjustments which are not reasonable 
representations of events and transactions; 
this possibility all writers on objectivity 
in accounting have recognized. But sec- 
ondly, the accounts may contain amounts 
which do not reasonably represent relevant 
events and transactions because of the 
accountant’s self-imposed limitations, be- 
cause of the view he adopts of the nature 
of his art or technique. It does not appear 
to be generally recognized that this view is 
just as subjective as the putative man- 
agerial viewpoint. The needs of the busi- 
ness community require that a business 
entity be represented, as well as possible, 
as it is; not necessarily as accountants 


think it should be represented. To speak 
of the accounting point of view, as if there 
were such a thing of greater importance or 
priority than the business point of view, 
is to deny the service function of account- 
ing. 

All this leads, of course, to the position 
that price level adjustments, made to 
recognize discernible economic events, 
should be made in accounts; their exclu- 
sion is in a measure due to the subjective 
judgment of accountants. This is quite 
contrary to Professor Littleton’s view, 
which receives further attention at a later 
point. 


Values, or not? 


The same belief and fear which lie 
beneath the reiteration of the importance 
of objectivity have been responsible for the 
abandonment of the idea that balance 
sheets represent values. Although he 
admits that many users of accounting 
statements are interested in asset values, 
Professor Littleton thinks that these 
people may be dismissed; they are simply 
misinformed. He sees a conflict of interest 
between “‘those who need to know values 
in order to make a decision, and those who 
want to know invested cost in order later 
to be able to calculate [periodic net in- 
come]”; and a corresponding conflict of 
possible balance sheet functions (p. 87). 
But this conflict seems to disappear if it is 
recognized that those who need to know 
values have a right to know values, and 
that they have no other means of knowing 
values than the communications of the 
entity involved; whereas those who wish 
to calculate profits have access to the 
whole of the records (incorporating original 
costs) of the entity in order to make 
appropriate calculations. 


Economic characteristics 


It is interesting to note the distinctions 
which are drawn in Structure to accom- 
modate the conventional procedures of 
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accounting. In the introductory chapter 
we are told “the subject matter of ac- 
counting is inescapably economic” (p. 8): 
but the processes which are described 
yield results which are stripped of economic 
significance. A particular example occurs 
where the position is taken that “‘transac- 
tions to which a given enterprise is not a 
party are clearly irrelevant to that concern 
as facts for recognition in its accounts” 
(p. 197). It must be admitted that external 
transactions (in its own or related in- 
dustries) are economic facts which are 
relevant to the operations and prospects 
of any enterprise; if commodity prices 
fall below the price at which inventories 
were acquired those inventories are worth 
less than when purchased, whether they 
are finished goods on raw materials. The 
point at issue is whether the resulting loss 
and the lower value are facts for recogni- 
tion in accounts. They seem to be. For if 
the loss is not recognized in the period in 
which it occurs, subsequent periods are 
made to bear it, and the revenue accounts 
of successive periods do not properly 
reflect the events and results of each 
period. And if inventories are not stated 
at the lower value, both management and 
external parties may make inappropriate 
decisions. An enterprise is moulded and 
influenced by its environment, as well as 
by the decisions of its officers. If its 
financial statements fail to give effect to 
such influences as may be measured or 
estimated with reasonable margins of 
error, they fail to represent the results and 
position (both of which are of economic 
significance) of a business enterprise; they 
are deficient as instruments of communica- 
tion. 


Statistical characteristics 


Much the same kind of error arises from 
the particular interpretation placed on 
the proposition that “accounting is a 
modified statistical technology” (p. 75). 
Accounting is perhaps a branch of business 
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statistics in the sense that it is a procedure 
for compiling and classifying certain kinds 
of business facts or information. But there 
are important respects in which conven- 
tional accounting diverges from the meth- 
ods of statistics. When real things or rela- 
tionships or transactions are represented 
by symbols—as in statistics and account- 
ing—care must be exercised to ensure that 
similar things are represented by similar 
symbols; otherwise it would be mis- 
leading to perform arithmetical opera- 
tions on the symbols. To compute the 
total population of England, Scotland 
and Wales one does not count children 
as 4 and adults as 1, because population 
means all persons, and children and 
adults are equally persons. Nor, if one 
wishes to compute the same population on 
3ist December 1955, does one add the 
population of England in 1955, the popula- 
tion of Wales in 1954 and the population of 
Scotland in 1953. Yet analogous calcula- 
tions are made in accounting. If two 
identical machines are bought one for 
$200, the other for $300, they will be shown 
at those different sums in the accounts 
regardless of their physical identity. If 
between the dates of purchase the purchas- 
ing power of the dollar had fallen by one- 
third, the two figures will be added regard- 
less of the fact that the two investments 
are identical in effect though different in 
amount. Admittedly, which of the implied 
procedures one adopts depends on the 
hypothesis put forward to explain the 
preparation of the summary accounting 
statements. The mixed nature of amounts 
appearing in conventional revenue ac- 
counts and balance sheets makes it very 
difficult shortly to frame a hypothesis, 
other than that they are the summaries 
resulting from applying certain operations 
to certain abstractions. It seems to be 
preferable to formulate a hypothesis which 
takes account of observable realities such 
as, for example, (a) the fact that many 
users of financial statements believe that 
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income is a disposable surplus and that 
balance sheet figures represent values (b) 
the fact that the relationship between in- 
come and the present value of the resources 
employed to earn it is an important test of 
accomplishment. It is all the more difficult 
to understand Professor Littleton’s strong 
stand on the essential correctness of con- 
ventional accounting method when at 
other points his remarks are unexception- 
able. He avers (p. 150): “the things which 
have been done with accounting data, that 
are being done or that could be done... 
derive their significance ...from their 
relevance to known purposes.” Relevance 
to business purposes seems to be a very 
valuable test of the appropriateness of ac- 
counting processes; but if the conventional 
revenue account, net profit and balance 
sheet are put to this test they are found to 
be wanting, and, in the absence of addi- 
tional information, often misleading. 


THEORY AND THEORIES 


The second section of the monograph is 
devoted to a discussion of theory. It is 
difficult indeed to know what may prop- 
erly be termed theory in such a field as 
accounting. The dictionary provides little 
help. The word may apparently be used 
of a systematic statement of rules, or of a 
system of ideas or statements held as an 
explanation of a group of facts or phe- 
nomena, or of a body of knowledge about 
an art as distinct from the practice of it. 
There is no barrier to the use of theory in 
respect of any material or book descriptive 
of accounting processes, and in fact the 
contents of any textbook, even if wholly 
technical, could be called theory. But 
whatever latitude the dictionary affords, it 
is useful to distinguish several kinds of 
textual material; to call some technical, in- 
asmuch as they are concerned with know- 
how, and others theoretical inasmuch as 
they are devoted to speculation and expla- 
nation. In accounting, as in other fields, 
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some writers will be concerned to provide 
single explanation of the subject, with or 
without discussion of other explanations, 
or an explanation covering only part of 
the whole field of accounting; their 
work may conveniently be described ag 
“an accounting theory.” The collective 
work of all such writers, or a work de. 
signed to present several alternative 
explanations or systems of ideas may be 
described as “accounting theory” (ie,, 
without the article). 

To make such a distinction is not only 
convenient; it is also necessary. The belief 
that there is only one general basis on 
which accounts ought to be kept is so well 
entrenched that only by making real 
distinctions explicit will the breadth and 
character of the issues involved be grasped. 
The general purport of Structure of Ac- 
counting Theory is to demonstrate the pro- 
priety of conver.tional business accounting 
method. It is thus am accounting theory, 
not the only possible accounting theory, 
nor a dissertation covering several possible 
theories. 


Theory and Practice 


The chapter which introduces the sec- 
tion on the nature of theory contains many 
penetrating observations which ought to 
be, but are not, widely accepted. “There 
are no immutable laws of accountancy 
comparable to the immutable laws of 
nature” (p. 135) may well cause one to 
wonder why so many features of account- 
ing have remained unchanged for so long 
in spite of the vast changes in the form and 
structure of business. The demonstration 
of the interdependence of theory and 
practice (p. 138) should curb the impa- 
tience of practitioners with theorists and 
lead to the recognition of theory as an 
appropriate study for entrants to the 
profession. That “‘it should be in the nature 
of theory to be realistic” (p. 139) ought to 
be remembered by those who question 
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the value of theoretical work as well as by 
those who engage in it. 

The purpose to which the second half 
of the monograph is directed seems to be 
the establishment of a comprehensive set 
of propositions and their conversion into 
rules to be followed in practice. Descrip- 
tive comment on some general terms 
commonly found in theoretical work— 
technique, procedure, convention, stand- 
ard, principle—is followed by a lengthy 
treatment of the verbs, in imperative form, 
which may appear in a statement of rules. 
Twenty-two such rules are formulated and 
in a subsequent chapter these rules, sup- 
ported by a short statement of the reason 
for their adoption, are rephrased as 
twenty-three “inductively derived prin- 
ciples.” Most of these propositions would 
find an honoured place in any statement 
of the theory of business accounting. 

But there are many things unexplained, 
and there is quite a number of conclusions 
which seem to be indefensible on logical or 
empirical grounds. For example, “good 
practice... will be found to rest on 
good theory, that is upon an orderly 
array of interrelated ideas and inter- 
connected reasons that fit the facts” (p. 
139). If, as it appears, Professor Little- 
ton believes conventional accounting to be 
“good practice,” it is difficult to argue that 
it is based on good theory in the light of 
the conflict which exists between such ideas 
as conservatism and consistency, conserva- 
tism and the going concern concept, the 
going concern concept and the invested 
cost concept.* Again, there may be no 
immutable laws of accountancy, but there 
are apparently some “fundamental truths” 
(p. 181). The search for fundamental 
truths is likely to be misleading unless the 
word is understood to mean the most 
general propositions it is possible to 
formulate. Intermediate or contributory 


* Cf. e.g. Gilman, of. cit., p. 235. 


propositions may be true at one time but 
not at another, for truth has many dimen- 
sions. At another point (p. 180), Professor 
Littleton quotes a syllogistic argument 
justifying the cost or market formula for 
inventory valuation, without questioning 
or justifying the major premise that the 
more conservative of two methods is 
always the better. 


The Price Level Controversy 


In the final chapter on the uses of 
theory, attention is directly focussed on 
the suggestion that price level variations 
should be reflected in accounts and ac- 
counting statements. Professor Littleton 
is adamant in his opposition to this sug- 
gestion, but his argument is often in- 
conclusive or beside the point. 

“Tf we depart from depreciation based 
on invested cost and use some appraised 
value as the base,’ he asserts, “‘we seem to 
by saying that our asset can make a 
greater or smaller contribution to product, 
by mere command that the figures show it 
thus” (p. 213). Now the real contribution 
of a unit of plant does not change as plant 
values change, but the value of that 
contribution does change whether the plant 
value in the accounts is changed or not. 
This is an elementary economic fact. If an 
enterprise has to pay more than previously 
for any factor, conventional accounting 
recognizes that it makes a greater contribu- 
tion; is it not proper, therefore, to recognize 
the greater contribution when the enter- 
prise already possesses a factor whose re- 
placement price has risen? Try as one 
might to avoid the idea that accounts rep- 
resent values, (e.g. p. 212) accounts do 
represent values. Cost is a value, the sales 
figure is a value or the aggregate of a 
series of values, and therefore not all 
values entered in accounts are subjective. 

Accounting on the basis of invested cost, 
we are told, makes the result “less sub- 
ject to ill-advised or mistaken notions in 
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management as to what figures make the 
best showing” (p. 213). If, following the 
emphasis on income, net profit is used as 
the basis of judgment as to the best show- 
ing, the conventional accounting process 
will result in a bettershowing than account- 
ing which incorporates price level adjust- 
ments in all years in which prices are rising. 
Clearly it is improper to impugn a method 
which results in a poorer “showing” on 
the ground that it results in a better 
showing. 

On p. 221 we find “the flaw [arising 
from price level variations] in accounting, 
if any, was not of accounting origin, hence 
it becomes questionable whether modifica- 
tion of accounting methods could remove 
the flaw.” In the first place, the “flaw” 
apparently is the discrepancy between 
what is shown and what is the real situa- 
tion. If accounting is to be considered as a 
means of communicating relevant in- 
formation to decision-makers, then the 
flaw certainly lies within accounting. 
Secondly, to avoid the issue on the ground 
that it is not of accounting origin is in- 
consistent with the whole process of ac- 
counting. Accounting does not record ac- 
counting transactions; it records business 
transactions, few indeed of which are of 
accounting origin. 

Some other objections may only be 
treated in summary fashion. (a) Price level 
adjustments would make accounting “into 
a statistical methodology largely divorced 
from the procedures which make integra- 
tion of accounting data possible”’ (p. 225). 
This is not so; methods can be devised to 
make the integration of accounts possible. 
(b) Such modification would introduce con- 
fusion unless “in some unimaginable 
fashion it could be prescribed for all enter- 
prises” (p. 227). Have the taxation author- 
ities and the S.E.C. no influence on ac- 
counting methods? (c) “Voluntary exten- 
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sion of the use of these ideas to apply also 
under falling price levels would scarcely 
take place” (p. 227). Why not? and in any 
case see (b) above. (d) “Ideas of transac. 
tion analysis and related principles would 
no doubt undergo extensive change” (p, 
229). Not necessarily extensive; and, in 
any case, why should objection be taken 
to making such changes since there are 
no immutable laws in accounting. (e) 
“Classification of data between periods 
might become increasingly arbitrary or 
neglected” (p. 229). Why should it? 
(f) “The final result: Accounting... 
would become purely statistical and com- 
pletely utilitarian” (p. 228). That a pro- 
posed method of accounting could be 
called completely utilitarian would seem 
to be the highest praise; accounting is 
worthless if it does not serve useful pur- 
poses. In fact, only if accounting state- 
ments represent the dynamic thing that is 
business in a dynamic fashion will they 
serve the host of non-accountants who 
need and deserve something better than 
the sterile information they often get. 

The purpose of this last chapter of the 
monograph is to put some of the principles 
of the penultimate chapter to the test. 
If what has been suggested above is valid, 
the principles under test seem to have 
failed. 


CONCLUSION 


In conclusion it seems to be appropriate 
to repeat what was said at the beginning. 
The monograph brings out in great detail 
the kinds of argument upon which con- 
ventional business accounting may be jus- 
tified. If, thanks to this detail, further 
speculation, observation and inquiry are 
stimulated, whatever accounting becomes 
in the future may be due in measure to the 
author’s attempt to set down in compre- 
hensive fashion his theory of accounting. 
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A REPLY 


ARTHUR N. Loric 
Professor, University of Washington 


Review, Professor T. M. Hill crit- 

icizes my article entitled “Joint Cost 
Analysis as an Aid to Management” 
which appeared in the October, 1955, 
issue. This is a reply to his criticisms. 

One of his objections is to my statement 
that “in effect, the costs incurred up to 
the split-off point and the separate proc- 
essing costs incurred afterward up to the 
point where sales values are determined are 
all joint costs... . They are all unavoid- 
ably bound together and figure in the 
joint cost distribution calculation.”’ He 
states he is unable to reconcile that state- 
ment with what he refers to as the pri- 
mary theme of my paper, that “the various 
costs are notunavoidably bound together.’”” 

My critic apparently overlooks a signif- 
icant word in the first quotation above, 
viz. “incurred.” The separate processing 
costs, once incurred, are unavoidably tied- 
in with the costs up to the split-off point 
and must figure in the joint cost calcula- 
tions under the conditions given. But they 
need not be incurred® and it was my con- 
tention that, under the conditions given, 
it could be more profitable not to incur 
such costs for the commodity in question 
but rather to produce more of the other. 
And if there is then only the one commod- 
ity produced, there is no joint cost prob- 
lem and there are no joint costs. There is 
no conflict between the suggestion that it 
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THe AccountING REviEw, October, 1955, p. 634, 
Footnote 1. 

Tue AccountTING Review, April, 1956, p. 204. 

* If the decision whether or not to produce one of the 
commodities is being made in advance of any investment 
for processing the commodity beyond the split-off 
point, obviously no costs need be incurred. If such 
investment has already been made and cannot be con- 
verted to other uses, then its periodic cost should be 
excluded from the special processing costs in the analysis 
to be used as a guide in making the decision. 


may be advisable, because more profitable, 
to concentrate upon producing one prod- 
uct, and the theorem that all costs of 
joint products incurred up to the point 
where sales values are determinable are 
joint costs, unavoidably bound together. 

Accompanying the previously quoted 
statement, | had written that ‘each dollar 
invested in such [joint] costs must logically 
be assumed to be equally profitable.” My 
critic finds himself unable to reconcile 
this statement with what he assumes to be 
another aspect of my primary theme, 
that “the various dollars invested [are] 
not equally profitable.’’* His difficulty lies 
in that assumption, which is not accurate. 
I did not claim that any part of joint costs 
could be more or less profitable than any 
other part of those same costs. I did point 
out that in one of the illustrations used, 
such a difference in dollar profitability 
existed. But the case was one not properly 
regarded as a joint cost situation. I called 
attention to this in the following para- 
graph, quoted from my article: 

As the reader may have concluded by this 
time, a situation such as is described here is not 
fundamentally one involving joint products. 
When indications are that a certain “joint prod- 
uct” should not be processed, then it is not prop- 
erly regarded as a product but as a waste. But, 
as is assumed here, it is sometimes impossible to 
determine if a product should be processed unless 
a calculation somewhat along this line is made.5 


Let me express this in another way. 
Since, logical'y, every dollar invested in 
joint cost is equally profitable, the very 
fact that a difference in profitability be- 
tween the two products is disclosed in a 
given case will identify it as one not suit- 
ably regarded as involving joint products. 


4 THE AccounTING Review, April, 1956, 204. 
5 Toe Accountinc Review, October, 1955, p. 636. 
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The less profitable item, if processed, 
should be considered as being made from 
mere waste resulting from the other 
product, and any profits that might arise 
from that less profitable item would be 
measured by the difference between the 
cost of its individual processing and the 
amount of its sale. 

Next Professor Hill makes the following 
charge: 

Since the author’s method may, as he illus- 
trates, yield negative joint cost allocations to 
some products (and, as a concomitant, positive 
valuations in excess of total costs incurred for 
others) the mechanics of assigning joint costs to 
product inventories at the point of split-off is not 
obvious to me. Since the author notes this situa- 
tion and indicates his lack of concern about it, it 
may be that he has a solution in mind. He does 
not, unfortunately, indicate what it is.® 


My “lack of concern” was due to an 
assv.ption that the reader would catch 
the significance of the previously quoted 
paragraph referred to in footnote 5. When 
in the calculation, one of two products 
shows a negative value at the point of split- 
off and might rightfully be regarded as a 
waste, it can have no value at that point 
as an inventory item.’ All costs incurred 
up to that point are then obviously to be 
considered as applying to the other 
product. 

In his next paragraph, the critic suggests 
that the more conventional approach to 
joint costs is more complete and enlighten- 
ing than the one I used. He does not, how- 
ever, indicate what he means by the more 
conventional approach. If he means that 
the special processing costs of each prod- 
uct should be deducted from the sales 
value of that product to arrive at sales 
value at the point of split-off—the ratio 
of sales values thus obtained to be used for 


THE AccounTING Review, April, 1956, p. 204. 

7It should be remembered that, in the cases being 
discussed, neither product has an established sales value 
at the point of split-off. The only method of arriving at 
individual values at that point is to work back from 
sales values appearing after some processing takes place. 


apportioning joint costs up to that point— 
then he must assume (as pointed out in my 
paper) that all profits included in the final 
sales values of the products are earned 
prior to the split-off. Again I must contend 
that it is an illogical assumption. 

A final contention of Professor hill is that 
my article was “unsatisfactorily vague 
about capital costs.”* Here he puzzles me 
for he seems to me to be similarly vague. 
The intent of my article, as indicated in its 
concluding paragraph, was not to present 
a fully-developed plan for enhancing prof- 
its but rather to show how the joint 
cost analysis “might point the way to 
improved profit-making ability.” I called 
attention to the need for considering finan- 
cial (among others) factors, some of which 
I listed. It was far beyond the scope of my 
paper to try to discuss all factors which 
might affect situations on the order of the 
cases used, and the mention of a number 
of the factors as illustrations was thought 
to suffice. 

In connection with this discussion, Pro- 
fesscr Hill states that “the illustrative 
proof depends upon the unstated assump- 
tion that the cost of additional capital is 
so high as to eliminate the postulated 30 
per cent excess sales value over processing 
cost on the suspect product.’ His state- 
ment assumes that only the cost of addi- 
tional capital would influence management 
in deciding whether or not to process a 
less profitable product. There are other 
restricting factors, however, such as main- 
taining a satisfactory ratio of owners’ 
to borrowed capital, or even foreseen in- 
ability to obtain sufficient personnel to 
man the added operation. Furthermore, 
if higher profits can be made by devoting 
that same additional capital to processing 
the more profitable product, would an 
intelligent management insist upon pro- 


Accountinc Review, April, 1956, p. 205. 
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ducing the less profitable one, other things 
being equal? 

In conclusion, I readily admit that I do 
not know what importance may be at- 
tached to the concept discussed, for I have 
no information as to how often analyses 
of the type described might be expected to 
reveal a negative result for one of the prod- 
ucts. But given such a situation, its 
analysis could be useful to management in 
the manner designated. 

Mr. Gerald Lawson’s “Rejoinder” to 
my article, appearing in the July, 1956, 
issue of THE ACCOUNTING REVIEW, ques- 
tions it from a standpoint quite different 
from that taken by Professor Hill. Basi- 
cally, he has two main criticisms to make, 
viz. (1) the results of the sales value 
method of apportioning joint costs are 
arbitrary and unreliable because an under- 
lying assumption is arbitrary, and (2) the 
procedure suggested in my paper is in- 
applicable in the short run. 

The assumption he refers to in the 
first criticism is ‘‘that every dollar invested 
in the production of the joint products is 
equally profitable.” He does not prove nor 
even contend that this is illogical. He 
merely states that, whether or not it is 
logical, it is highly arbitrary. But why? 
Arbitrary implies a selection based on 
whim, not reason or logic. The only other 
possible assumption, that some of the 
dollars invested in joint costs are more 
profitable than the other dollars, is entirely 
out of harmony with the concept of joint 
costs, whereas the assumption used is 
harmonious with that concept. Hence it is 
logical or reasonable and not arbitrary. 

Mr. Lawson makes further criticism of 
the sales value method in that the cost 
apportionment is subject to change with 
changes in the relative demand for the 
products, even though the total cost and 


volume of production may not have varied. 
Regardless of the justification for that 
criticism, it cannot affect the contention 
presented in my paper—that where one of 
two “joint products” charged with no 
joint costs cannot produce as high a per- 
centage of profit to its sales value as the 
other absorbing all the joint costs, then 
it might be desirable to transfer all the 
production effort beyond the split-off point 
to the second product. 

Mr. Lawson’s second basic criticism, 
and one which he develops extensively, is 
that the procedure suggested in my paper 
is not applicable in the short run. Although 
he does not define that vague term, I 
assume by short run he means the period 
during which present plant assets will be 
usable—up to the time they will be worn 
out or obsolete or can be sold or shifted 
in use to the other product. His emphasis, 
however, is on the immediate present. 

In answer to this criticism, I might point 
out there normally should be no expect- 
ancy of an immediate shift from producing 
both products to producing only one, nor 
did my article propose such a sudden 
shift. To give up the production of one 
product and convert the investment so 
released to an expansion in production of 
another takes time and certainly requires 
an extended view into the future. That 
certainly was the gist of the other con- 
siderations I called attention to as neces- 
sary and of which I gave some illustrations. 

As to the longer term, Mr. Lawson seems 
to agree with my analysis, if I understand 
him correctly. He develops his case at 
greater length and in more detail than I 
chose to do, but mentions some of the 
very considerations that I, too, had men- 
tioned. There seems nothing in his long 
run analysis that contradicts my conclu- 
sion, 
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ASSOCIATE MEMBERSHIPS 


tion, the numbers of new Associate Memberships are reported by schools. These 


Fe THE INFORMATION of teaching members of the American Accounting Associa- 
include all applications processed by our Secretary’s Office during the period of 


August 17, 1955 through July 13, 1956. 


City College of New York (201) 


New York University (117) 
University of California at Los 
Angeles (135) 


Husson College (92) 

John Carroll University (61) 
Lehigh University (82) 

McGill University (74) 
Michigan State University (98) 


Brigham Young University 

Burdett College 

De Paul University 

Institute Tech. de Est. sup. Monter- 
rey 


LaSalle Extension University 
Louisiana Polytechnic Institute 
Pace College 

Pennsylvania State College 


Akron University 

Boston University 

Bowling Green State University 
Canisius College 

George Washington University 
Indiana University 

Tona College 

Kansas State Teachers College 


Alabama Polytechnic Institute 
Arizona State College 
Assumption College 

Bob Jones University 
Brooklyn College 

Brooklyn University 

Catawba College 

Central Missouri State College 
Columbia University 

Duke University 

Elon College 

Fairfield University 

Farleigh Dickinson College 
Florida State University 
Georgia State College 

Harding College 

Harper College 

Hartford Institute of Accounting 
Howard University 
International Accountant’s Society 
Jersey City Junior College 
Johns Hopkins University 
Laredo Junior College 

LaSalle College 


Over 200 members 
University of Miami (247) 


100-200 members 
University of Georgia (110) 


50-100 members 


Ohio State University (57) 
University of Colorado (66) 
University of Detroit (54) 
University of Iowa (72) 
University of Minnesota (54) 


40-50 members 


New York State Agricultural and 
Technical Institute 

Northwestern University 

University of Alabama 


30-40 members 


Rutgers University 
Temple University 
University of Buffalo 


20-30 members 
Miami University (Ohio) 
Northeastern University 
Oklahoma University 
Quinnipiac 
Rider College 
Sacramento State 
San Jose State College 
Southern Illinois University 


10-20 members 


Los Angeles State College 

Loyola University 

Marquette University 

Marshall College 

Mt. St. Mary’s College 

Multnomah Junior College 

Nebraska State Teachers College 

New England School of Accounting 

Niagara University 

North Texas State College 

Northeast Louisiana State College 

Peirce School of Business Adminis- 
tration 

Portland State College 

Rockhurst College 

Roosevelt College 

Rutherford 

San Diego State College 

Southern Methodist University 

Strayer College 

Syracuse University 

Texas A & M 

University of Arizona 

University of Arkansas 
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University of Illinois (141) 


University of Pennsylvania (81) 
University of Tennessee (68) 
University of Texas (87) 
University of Washington (67) 
Wayne University (50) 


University of California 
University of Massachusetts 
University of Michigan 


University of Florida 
University of Pittsburgh 
University of Southern California 


Stetson University 

Texas Technological College 
University of Denver 
University of North Carolina 
University of North Dakota 
University of Wisconsin 
Western Reserve University 


University of Chicago 
University of Cincinnati 
University of Kansas 
University of Kansas City 
University of Kentucky 
University of Mississippi 
University of Nebraska 
University of Omaha 
University of Portland 
University of Puerto Rico 
University of Rochester 
University of San Francisco 
University of Santa Clara 
University of Tulsa 
University of Utah 
University of Wyoming 
Villanova University 
Virginia State College 
Walton School of Commerce 
Washington University 
Weatherford College 
Westminster College 
Wright Junior College 
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A & T College of North Carolina 

Alabama State Teachers College 

American University 

Anderson College 

Arizona School of Business Adminis- 
tration 

Pall State Teachers College 

Baltimore College of Commerce 

Becker Junior College 

Bentley School of Finance 

Bloomsburg State Teachers College 

Bradley University 

Bridgewater College 

Bryant College 

Butler University 

California College of Commerce 

Canal Zone Junior College 

Casper College 

Central Michigan College 

Chicago Teachers College 

College of Steubenville 

Cornell University 

Creighton University 

Davis Business College 

Drake University 

Drexel Instiute of Technology 

General Motors Institute 

Georgetown College 

Golden Gate College 


Abilene Christian College 

Adelphi College 

Allegheny College 

Alliance College 

American Institute for 
Trade 

Aquinas College 

Arkansas Polytechnic College 

Armstrong College 

Army Audit Agency 

Ashland College 

Augustana College 

Austin Peay State College 

Baldwin-Wallace College 

Baylor University 

Bellarmine College 

Benjamin Franklin University 

Berry College 

Bliss College 

Brescia College 

Bucknell University 

Burlington Junior College 

Cades CPA Coaching School 

California State Polytechnic College 

Catholic University of America 

Centenary College 

Chico State College 

City College of San Francisco 

Claremont Men’s College 

Clark College 

College of St. Thomas 

College of Sequoias 

Colorado College 

Crane Junior College 

Dallas College 

David Lipscomb College 

Dearborn Junior College 


Foreign 


Associate Memberships 


members 


Goldey Beacon Coilege 

Gonzaga University 

Hasting College 

Heald Business College 

Hofstra College 

Idaho State College 

Kansas State College 

Kent State University 

King’s College 

Laval University 

Lewis College 

Long Island University 

Louisiana State University 

Macalester College 

Massachusetts Institute of Tech- 
nology 

Michigan State Normal College 

Misericordia College 

Montana State University 

Morningside College 

Morton Junior College 

Notre Dame University 

Ohio University 

Ohio Wesleyan University 

Oklahoma A & M College 

Pan American College 

Regis College 

Rice Institute 


Less than 5 members 


Delta State Teachers College 
Detroit Institute of Technology 
Drake Community College 
Duquesne University 

i Carolina Teachers College (N. 


East Texas State Teachers College 
Eastern Illinois State College 
Eastern Tennessee State College 
Ely Junior College 
Emory University 
Emory & Henry College 
Erskine College 
Eureka College 
Evansville College 
Fairmont State College 
Florida Southern University 
Fort Lewis A & M College 
Franklin & Marshall College 
Fresno State College 
Furman University 
Gannon College 
Geneva College 
Graceland College 
Grinnell College 
Grove City College 
Hardin-Simmons University 
Hartwick College 
Harvard University 
Henderson County Junior College 
Henry Ford Community College 
Hesser Business College 
Heston College 
High Point College 
Hope College 
Huntingdon 
Illinois Institute of Technology 
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St. John Fisher 

St. Johns University 

St. Vincent College 

San Bernardino Valley College 
San Francisco State College 
Southern University 

Spencerian College 

Stanford University 

Tennessee Polytechnic Institute 
Texas Christian University 
Tulane University 

University of Baltimore 
University of Dayton 
University of the East (P. I.) 
University of Idaho 

University of Maryland 
University of Missouri 
University of Oregon 
University of Rhode Island 
University of Richmond 
University of Virginia 

Upsala College 

U. S. Department of Agriculture 
Wake Forest College 
Washington State College 
Westchester Community College 
Western Michigan College 
Witchita University 


Immaculate Conception Seminary 

Institute of Chartered Accountants 
of Ontario 

International Correspondence School 

Towa State College 

Iowa State Teachers College 

Jacksonville State College 

Kansas Wesleyan University 

Kent College of Law 

Knoxville Business College 

Lake Forest College 

Lamar State College of Technology 

LaSalle-Peru-Oglesby Junior College 

Lawrence Institute of Technology 

Long Beach State College 

Los Angeles City College 

Los Angeles Harbor Junior College 

Luther College 

Manchester College 

McCoy College 

McIntosh College 

Memphis College of Accounting 

Meridian Junior College 

Midwest Institute 

Minnesota State Teachers College 

Mississippi State College 

Moravian College 

Morehouse College 

Morris Brown College 

Muhienberg College 

Mundelein College 

Napa Junior College 

New Mexico Western College 

Norman College 

Northern Illinois College 

North Georgia College 

North Park Junior College 
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Northwestern State College 
Norwich University 

Oregon State College 

Pacific Lutheran College 
Pennsylvania Military College 
Phillips University 

Pierce Junior College 
Queen’s University 

Reid CPA Coaching 

Ricks College 

Riverside College 

Robert Morris School 
Robinson Business College 
Russell Sage 

St. Ambrose College 

St. Benedict’s 

St. Cloud State Teachers College 
St. Edwards University 

St. Joseph’s Teachers College 
St. Louis University 

St. Mary’s University 

St. Olaf College 

St. Petersburg Junior College 
San Diego Junior College 
Savannah State College 
Seton Hall University 

Siena College 

Sinclair College 
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Sir George Williams College 
Snow College 

South Bend College 
Southeastern University 
Southeastern Louisiana College 
Southern State College 
Southwest Missouri State College 
Southwestern Louisiana Institute 
Spring Hill College 


Stephen F. Austin State Teachers 


College 
Suffolk University 
Texas Southern 
Texas Western College 
Thiel College 
Union College 
University of Connecticut 
University of Corpus Christi 
University of Delaware 
University of Hawaii 
University of Houston 
University of Maine 
University of Nevada 
University of New Mexico 
University of Redlands 
University of Saskatchewan 
University of Scranton 


University of South Carolina 
University of Toledo 
University of Western Ontario 
U. S. Air Force 

U. S. Armed Forces Institute 
Upper Iowa University 

Utah State College 

Ventura College 

Vincinnes University 

Virginia Polytechnic Institute 
Virginia Union University 
Walla Walla College 
Wenatchee Valley College 
Western Carolina College 
Western New England College 
West Virginia University 
West Virginia State College 
Wheaton College 

William & Mary College 
Winona State Teachers College 
Wittenberg College 

Wofford College 

Woodbury College 

Wyoming College 

Xavier University 

Yakima Valley Junior College 
Y.M.C.A. Institute 
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CASE STUDY IN WRITING OFF 
INTANGIBLES 


WENDELL P. TRUMBULL 
Associate Professor, New York University 


accounting problem disappeared from 

the financial statements of the United 
States Steel Corporation. The final dollar 
of goodwill was written off without fanfare 
or requiem. On a Lifo basis, this dollar of 
intangible value dates back ninety-five 
years to the first Vulcanic reverberations 
of the Klowman brothers’ forge at Girty’s 
Run in 1858—the starting point of the 
Carnegie steel empire, which in turn be- 
came the most valuable acquisition of the 
United States Steel Corporation when it 
was formed in 1901. Considering only the 
accounts of U. S. Steel, the goodwill ex- 
tends back a half-century to the initial 
reporting of tangible fixed properties in 
terms of the par value of securities issued. 
This final write-off in 1953 was only a sym- 
bolic remainder of the $768,671,020 which 
had previously been amortized by an un- 
usual variety of reported charges ending in 
1938. 

In this paper an attempt is made, by use 
of the published data, to summarize and 
analyze U. S. Steel’s reporting of goodwill 
and associated elements during these 
eventful years. In addition to pointing out 
an interesting chapter in American cor- 
porate reporting, the summary perhaps 
directs attention to ihe importance of 
sound valuations for contributed resources 
and the desirability of systematic account- 
ing for goodwill. 


I: 1953 the last vestige of a complex 


U. S. STEEL’S INITIAL PROPERTY ACCOUNT 


The United States Steel Corporation, as 
is well known, was organized by a syndi- 
cate headed by J. Pierpont Morgan. In 
consolidating a number of existing com- 
panies, the syndicate issued none of the 
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bonds or shares of the new corporation for 
cash alone. Although the syndicate in- 
vested $25,000,000 in cash, the shares allo- 
cated to it represented a lump-sum issu- 
ance for the syndicate’s services as well; 
the remaining securities of U. S. Steel were 
issued in exchange for the securities of the 
operating companies acquired. 

These transactions took place prior to 
the existence of no-par statutes. Although 
the preferred and common shares were is- 
sued in amounts which resulted in a large 
quantity of stock discount, the legal status 
of the shares was materially improved by 
withholding from the financial statements 
any evidence of this discount. Apparently 
for this reason the beginning balance of 
the ‘Property Account’? was determined 
residually after the assignment of par value 
to the securities issued and appropriate 
values to assets other than those included 
in the property account.” The result was a 


1 The following general references deal with the or- 
ganization and early history of the corporation: James 
H. Bridges, The Inside History of the Carnegie Steel 
Company (New York: Aldine Book Co., 1903), pp. 
358-364; Arundel Cotter, The Authentic History of t 
United States Steel Corporation (New York: Moody 
Magazine and Book Co., 1916), pp. 1-34; E. S. Meade, 
“Capitalization of the United States Steel Corporation,” 
Quarterly Journal of Economics, February, 1902, pp. 
214-232; W. Z. Ripley, Trusts, Pools, and Corporations 
(Rev. ed.; Boston: Ginn and Co., 1916), pp. 185-227; 
Maurice H. Robinson, “The Distribution of Securities 
in the Formation of the United States Steel Corpora- 
tion,” Political Science Quarterly, June, 1915, pp. 277- 
300; W. S. Stevens, Industrial Combinations and Trusts 
(New York: The Macmillan Co., 1913), pp. 81-117; 
U. S. Department of Commerce and Labor, Report of 
the Commissioner of Corporations on the Steel Industry, 
Part I (Washington: Government Printing Office, 
1911). See also various issues of Commercial and Finan- 
cial Chronicle for 1901 and 1902. 

? For an early critique of this practice see Henry 
Rand Hatfield, Modern Accounting (New York: D. Ap- 
pleton and Co., 1910), pp. 168-172. George O. May 
describes this accounting as the result of “‘a combination 
of legal fiction and an accounting convention.” Finan- 
(New York: The Macmillan Co., 1943), 
p. 10. 


— 


600 The Accounting Review 


property account which reflected not only 
tangible assets, but also stock discount, 
organization cost, bond premium, and 
goodwill in undisclosed amounts. 

The initial balance of the property ac- 
count may be set at $1,304,000,000 in 
round figures.* For analysis of the subse- 
quent special write-offs, we must first de- 
termine the approximate division of this 
amount as between the tangible properties 
and the miscellaneous non-tangibles men- 
tioned above. Data concerning the tangi- 
ble properties at this early date may be 
found in a study by the U. S. Bureau of 
Corporations and also in valuations sub- 
mitted in court by the U.S. Steel Corpora- 
tion in 1902. 

Each of these valuations served a special 
purpose. Consequently, a compromise val- 
uation of tangibles, somewhat arbitrarily 
determined, would seem more appropriate. 
The Bureau of Corporations viewed the 
situation from a regulatory standpoint, 
seeking the values of assets at the time 
they were previously acquired by the new 
subsidiaries of U. S. Steel. On the other 


* Determined as follows from the first annual report 
for year ended December 31, 1902: 
Per balance sheet, after ecmad 


$1,325 , 267 583.43 
Accrued depreciation added 


12,011 ,856.53 
Property expenditures since 
April 1, 1901, removed (p. 18) 33,543 ,400.40* 


$1 , 303 , 736,039.56 


(* Deduction) 


A preliminary write-off of $116,356,111.41, equal to the 
retained earnings of the subsidiaries at acquisition date 
in 1901, is not included in the above figures. There had 
been shown in the preliminary balance sheet dated No- 
vember 30, 1901 this added amount of property and a 
like amount of subsidiary retained earnings accumu- 
Pee prior to acquisition of the companies by U. S. 
Steel. 

* See Report of the Commissioner of Corporations, pp. 
14-25 and 111-233, in particular pp. 183-197). The fol. 
lowing excerpts are illustrative: 

“None of these valuations includes any value im- 
parted to those properties by the very act of merging 
them into the Steel Corporation and treating them as a 
unified going concern. Obviously such a value must be 
largely due to the element of concentration of control 
and consequent elimination of competition, which value 


hand, the valuations by the corporation 
in 1902 were presented in court for the 
purpose of denying the charge that its as. 
sets failed to equal the sum of the pre. 
ferred stock (at par) and the prior indebt- 
edness. The Bureau’s figure for tangible 
fixed assets was $545,000,000; U.S. Steel’s 
comparable figure was $1,292,000,000 for 
a slightly later date. Among the latter’s 
valuations the figure of $700,000,000 for 
iron-ore properties stands out as excessive, 
judging from the information compiled by 
the Bureau in its study.’ Using the Bu- 


should not be included in the present discussion .. ,” 
(p. 15). 

’ “For most of the subsidiary companies of the Steel 
Corporation the Bureau’s valuations of the manufactur- 
ing plants were arrived at by deducting from the par 
value of the preferred stock issued at their respective 
organizations the amounts of working capital provided. 
The preferred stock, as already shown, in most cases 
represented the total assets acquired, which in several 
instances consisted exclusively of plants and working 
capital. Therefore the values of the plants could be ar- 
rived at by deducting the working capital from the 
amount of preferred stock. ... This method was used 
in the case of American Steel and Wire Company, the 
National Steel Company, the American Tin Plate Com- 
pany, the American Steel Hoop Company, the National 
Tube Company, and the American Bridge Company. In 
the case of the American Sheet Steel Company, owing 
to evidence that even the preferred stock was heavily 
‘watered,’ the value of the manufacturing plants was 
fixed at $21, 000,000, although the preferred-stock issue 
was, roughly, $24, 500,000. An addition of $1,000,000 
was made to cover certain detached real estate. This 
company had $2,000,000 of bonded debt, but this has 
been considered as representing its natural-gas property. 

“The value given the plants of the Carnegie Com- 
pany was the book value, as shown in the balance sheet 
of March 1, 1900. In the case of the Federal Steel 
Company, likewise, the value for its Illinois Steel Com- 
pany plants was the book value at the time of their 
acquisition, while the value taken for its Lorain and 
Johnson companies’ plants was practically the cash 
equivalent paid.” (pp. 22-23). 

6 “Comparing the Bureau’s estimates of this ore 
property by the several methods described, it will be 
seen, first, that the current prices of fee ore indicate that 
the fee properties and leaseholds of the United States 
Steel were worth much less than 

000,000; second, that the terms of the purchase of 
the Lake Superior Consolidated Iron Mines indicate 
total value for all the ore property of the United States 
Steel Bee xpos in 1901 of not over $70,000,000 to 
$94,000,000; and, third, that the valuation based on 
present ‘worth of royalties and bonus values of leases 
indicates that the same property was worth about 
$90,000,000. . . . It is worth calling passing attention to 


the fact that in the year 1902 the total valuations, as 
assessed for taxation, of all iron-mining properties in the 
Michigan, of which at that 


States of Minnesota and 


reau’ 

ore p 

for tl 

propt 
may 

lows: 

Tron ¢ 

Manu 

: Trans 

Natu! 

4 Limes 

Appr 

Tang 

| A 

Exc 

the 

“ba, 

to t 

Uni 

and 

sets 

Thi 

low 

pro 

wri 

Be 

ac 

Bur 

f 

Non 

Tot: 
If 

rec 

Z tim 

OWT 

$54 

ing: 

Cor 

pro 

; was 

ued 

Cor 


Case Study in Writing Off Intangibles 


reau’s valuation of $100,000,000 for iron- 
ore properties and U. S. Steel’s valuations 
for the other properties, we obtain a total 
of $675,000,000 for tangibles in the 1901 
property account. These three valuations 
may be put in comparative form as fol- 
lows: 


Class of property 


Approximate net increase in tangible fixed assets from 1901 to 1902...........+++se+seeeeeees 


Tangible fixed assets on compromise 


After the enactment of the Securities 
Exchange Act of 1934 it was disclosed that 
the total amount of non-tangibles had been 
“based in part on the valuations assigned 
to the tangible assets as estimated by the 
United States Bureau of Corporations... 
and in part upon net values of tangible as- 
sets of companies subsequently acquired.’”* 
This information makes possible the fol- 
lowing over-all reconciliation of the initial 
property account with total non-tangibles 
written off: 

Beginning 1901 balance in property 


Bureau’s valuation of tangibles..... 545,000, 
Non-tangibles in 1901, per Bureau’s 

759,000,000 
Non-tangibles subsequently acquired 9,000,000 
Total non-tangibles written off...... $ 768,000,000 


If the compromise valuation is used, the 
reconciliation must include a $130,000,000 


time the United States Steel Corporation probably 
owned not much over one-half, was only about 
$54,000,000. Practically all the Corporation’s ore hold- 
ings were then in these two States. In other words, the 
Corporation’s ore property, which, for taxation, was 
probably assessed at considerably less than $40,000,000, 
was for the purpose of justifying its capitalization, val- 
ued at $700,000,000.” Report of the Commissioner of 
Corporations, pp. 35-36. 
* Annual Report for 1936, p. 18. 
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write-off of tangibles, as follows: 

Beginning balance in the property 
Compromise valuation of tangibles. . 675 ,000 ,000 
Non-tangibles—1901 entries........ 629,000,000 
Non-tangibles—later entries........ 9,000,000 
Tangibles written off.............. 130,000,000 
Total special write-offs............. $ 768,000,000 
Bureaw’s U.S. Steel’s Compromise 
estimates estimates 7 
(1901 (1902) (1901) 

$100,000,000 $ 700,000,000 $100,000,000 
250,000, ,000, ,000,000 
91, 500,000 120,340, 120,000,000 
80,000,000 100,000,000 100,000,000 
20,000 , 000 20,000,000 20,000,000 
ete 4,000,000 4,000,000 4,000,000 
$545,500,000 $1,292,340,000 $692,000,000 
17,000,000 


The U. S. Steel Corporation disclosed in 
1938 that the evaluation of these properties 
had been a long-standing problem: 


At various times through the early years fol- 
lowing the formation of the Corporation in 1901, 
the extent of the probable intangible values in- 
herent in and created through its formation and 
comprehended in the consolidated balance sheet, 
was frequently a matter of review. It was recog- 
nized that a substantial amount of value for 
intangibles existed, although to what degree such 
values were present could not be conclusively 
determined on any basis of tangible property 
valuations available. 

As far back as 1917 when the war-time Excess 
Profits Tax laws were in force, the Internal 
Revenue Department in its calculations to deter- 
mine and verify Invested Capital for tangibles 
accepted a plan designed to fix such investment 
values at the date of the formation of the Cor- 
poration on April 1, 1901. This plan was based upon 
values appraised some years prior to 1917 by the 
United States Department of Commerce and 
Labor, Bureau of Corporations. With the enact- 
ment of the Federal Securities Exchange Act 
of 1934 and the regulations promulgated there- 
under, the necessity developed for a segregation 
in the accounts of the intangible values. Accord- 
ingly, the plan accepted by the Internal Revenue 
Department, as above outlined, was utilized as 
the initial basis from which to obtain this separa- 
tion of intangible values.’ 


7 Annual Report for 1938, p. 14. 
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For further analysis of the beginning 
property balance it is also necessary to 
estimate the fair value of the securities 
issued in 1901 by U. S. Steel. After an ex- 
amination of the surrounding circum- 
stances the following values were chosen: 


5 per cent bonds (par $100).................. $115 
7 per cent preferred stock ($100 par).......... 90 
Common stock ($100 par)................... 40 


These are not the initial market quotations 
on the New York Stock Exchange. Con- 
siderations such as the following were rec- 
ognized in an attempt to get more normal 
prices. During the first full year of U. S. 
Steel’s operations the preferred and com- 
mon shares sold at average prices of $94 
and $44 respectively, and the bonds were 
priced approximately at 115.* During part 
of this time these securities were undoubt- 
edly buoyed up to some extent by syndi- 
cate operations.’ Significant evidence is 
found in the quantity of securities issued 
for the bonds and shares ownership of the 
Carnegie Company upon which Andrew Car- 
negie had placed a price of $420,000,000.!° 
Prices roughly 8-10 per cent lower than 
those above selected for U. S. Steel bonds 
and shares would have to be used if based 
solely upon this aggregate price for the 
Carnegie properties.“ In addition, the 
market prices of U. S. Steel shares declined 
somewhat after the initial months of trad- 
ing and remained at a lower level for sev- 
eral years.” 

8 The stock prices, computed by the Bureau of Cor- 
porations, are “based on an average of the means of the 
highest and lowest quotations daily.” Report of the Com- 
missioner of Corporations, p. 241. 

Tbid., p. 243. 

10 See the following for details: Bridges, o/. cit., pp. 
363-364; Stevens, op. cit., pp. 101-103; Report of the 
Commissioner of Corporations, pp. 162-163. 

“The Syndicate acquired sixty per cent. 
($96,000,000) of the stock of the Carnegie Company by 
delivering to the holders thereof said $303,450,000 of 
bonds of this Corporation and $1,200,000 in cash; and 
the Syndicate acquired the remaining 40 per cent. 
($64,000,000) of the stock of the Carnegie Company by 
delivering to the holders thereof 982,771 shares of pre- 
ferred stock and 902,790 shares of the common stock of 
this Corporation.” Preliminary Report to Stockholders of 
the United States Steel Corporation (1901), p. 12. 

% Common dividends were passed up in 1904 and 


Use of the above prices yields a premium 
of approximately $45,000,000 on the bonds 
and total discount of about $356,000,000 
on the preferred and common shares. The 
details are as follows: 

Bonds—15 per cent premium on 

Preferred stock—10 per cent discount 

on 5,102,811 shares, $100 par value.. $ 51,028,110 
Common stock—60 per cent discount 

on 5,083,025 shares, $100 par value.. $304,981,500 
As was explained in the preliminary report 
to stockholders in 1901, nearly 650,000 
shares of both common and preferred 
shares were issued to the organizing syndi- 
cate in return for its services and 
$25,000,000 in cash. General organization 
cost thus comes to $59,000,000. 

The remainder of the non-tangibles in 
the property account in 1901 plus the 
$9,000,000 related to acquisitions after 
1901 appears to have been the approxi- 
mate amount of goodwill acquired. In 
summary, the total special write-off of 
$768,000,000 can be broken down as fol- 
lows—with results shown on both the 
compromise basis and the Bureau of Cor- 
poration’s basis for the tangible properties: 
(Millions of dollars) 


Compro- Bureau's 
mise basis basis 


Discount of preferred stock.... $ 51 $ 51 
Discount on common stock... . 305 305 
Premium on bonds payable... . 45* 45* 
Organization cost............. 59 59 
Goodwill—1901 acquisitions. . . 259 389 
Goodwill—later acquisitions. . . 9 9 
Tangible fixed assets.......... 130 _ 
* Credit 


The compromise basis will be used later in 
analyzing the actual write-offs reported by 
the corporation. 


resumed in 1906. In January 1904, bottom market 
prices were recorded at around 50 for the preferred and 
9 for the common shares. At this time “rumors were rife 
of a receivership and foreclosure, confirming Mr. 
Carnegie’s reported expectation that the entire property 
would fall to him as owner of the bonds by default.” 
George Harvey, Henry Clay Frick (New York: Charles 
Scribner’s Sons, 1928), p. 272. 
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U. S. STEEL’S WRITE-OFFS OF 
NONTANGIBLES IN THE 
PROPERTY ACCOUNT 


The first direct disclosure of the fact 
that the portion of the property account 
in excess of the investment in tangible 
properties was being written off appeared 
in the 1926 annual report. The prior re- 
porting in this respect Had been indirect 
and complex in terms of pjresent-day stand- 
ards. The following statement of income 
and surplus used for these write-downs, 
appearing in the 1929 annual report, pro- 
vides a convenient starting point: 
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net income. On the same basis the $207,- 
000,000 was the sum of a number of appro- 
priations of retained earnings which ap- 
proximated the amount of earnings invested 
in new plant facilities. These annual ap- 
propriations are listed in Table 2. These 
amounts were all used to reduce non-tangi- 
bles originally included in the property ac- 
count. The direct write-offs to earned sur- 
plus in 1928 and 1929 need no explanation. 

Obviously, if earnings are employed in 
retiring debt or in expanding facilities, 
they are not available for dividends. This 
fact, however, does not support the method 


Earnings heretofore reserved and applied in retirement of U. S. Steel Corporation Bonds 
through Sinking Funds specifically written off to Property Investment Account.......... 
Earnings and Surplus appropriated to cover capital expenditures for additions, betterments and 
improvements, and which appropriations have been formally applied in reduction of the 
Property Investment Account, thus substituting tangible property values in lieu of this 


$182 ,092 , 834.00 


amount of above excess cost... 
Surplus specifically applied: 


The first two items above are the final 
totals of two series of special charges de- 
signed to earmark revenues and net income 
which were not available for dividends. 
On this basis $182,000,000 was deducted 
in annual charges from 1901 to 1928 in 
amounts equal to the sinking-fund con- 
tributions made to retire bonded indebted- 
ness. As Table 1 (see p. 605) indicates, 


Appropriated to close of 1928...................... 


Total of Income and Surplus applied as above to December 31, 1929.................. 


Charges and Allowances for Depreciation, viz.: 


Sinking Funds on Bonds of U. S. Steel Corp.: 
Installment on Fifty Year 5 per cent Gold Bonds 
Installment on Ten Sixty Year 5 


Sinking Funds on Bonds of Subsidiary Companies. . . 
Depreciation and Extraordinary Replacement Funds 


e.cont:Gold 
Interest account above Bonds in Sinking Funds... 


1,010,000.00 
2,380,379.25 6,430,379.25 


$146,000,000 of this total was shown as 
“depreciation by U. S. Steel Corporation” 
in determining net income; the balance of 
$36,000,000 represented appropriations of 


207, 708,569.68 


$30, 205 ,076.23 
88,296,020.09 


118, 501,096.32 


used to eliminate stock discount and the 
other non-tangibles contained in the prop- 
erty account. 

The items in these two tables can be 
made clearer by illustrating typical ones. 
The non-tangibles of $6,430,000 written 
off in 1912 as depreciation (Table 1, p. 605) 
appeared as follows in the income state- 


$ 1,934,710.37 


$31,099,455.44 


The write-off of $17,234,000 in 1903 (Table 
2, p. 605) based upon earnings used for 
construction and reduction of debt was 
charged to earned surplus as follows: 
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Charged off on December 31, 1903, by authority of the Board of Directors, for  oseguag made 
from surplus since April 1, 1901, for construction and for payment of capital liabili 
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$17 , 234, 128. 58 


The appropriation of $50,000,000 in 1906 (Table 2) was shown after net income in the 


income statement: 


ee from Surplus Net Income for the following purposes, viz 
account of expenditures made and to be made on authorized cetiaindiniies for additional 


property and construction, and for discharge of capital obligations..................... 


$28 , 500,000.00 


Specifically set aside for authorized appropriations and expenditures account construction 


21, 500,000.00 
$50 , 000 , 000.00 


The amortization of $22,089,000 of the property account in 1908 (Table 2) was reported, 


as follows, in the balance sheet: 
PROPERTY ACCOUNT 


Properties Owned and Operated by the Several Companies 


Less, Charged off to the following accounts: 


To Funds provided from Surplus Net income for payment of capital expenditures. ..... . 


The above is a typical write-off. A “funds” point of view—in which earnings not avail- 
able for dividends were placed on a pedestal—is evident in all the above reporting. 


Appropriated from surplus for . 


- amortization of appreciated cost to U. S. Steel Corporation 


of its investment in capital stocks of subsidiary companies in excess of their investment in 


(1928 statement of earned surplus) 


$30, 205 ,076.23 


Surplus appropriated for amortization of appreciated cost to U. S. Steel Corporation of its in- 
vestment in capital stocks of subsidiary companies in excess of their investment in tangible 


(1929 statement of earned surplus) 


Several of the write-offs, as shown in the 
last section of Table 2, were not explained. 
During 1911, for example, ‘appropriated 
surplus to cover capital expenditures” 
(deducted from the property account 
along with accrued depreciation) rose 
$7 667,059.39 without any accompanying 
disclosure of the charge made. However, a 
comparison of the 1910 and 1911 state- 
ments of aggregate earnings since 1901 
shows that aggregate earnings through 
1911 were exactly $7 667,059.39 more than 
aggregate earnings through 1910 plus re- 
ported earnings for 1911. During 1926 the 
same “appropriated surplus” deducted 


from the property account increased by 
an unexplained $32,286,000 in excess of 
the reported surplus charge of $11,669,000. 
The nature of this unexplained charge is 


$88 , 296,020.09 


obscured by comprehensive changes in 
the form of the aggregate-earnings state- 
ment for 1926. It is possible that the con- 
current decline of more than $42,000,000 
in “Contingent, Miscellaneous Operating 
and Other Reserves” was involved. 

As the statement at the beginning of this 
section shows, U. S. Steel reported direct 
surplus charges totaling $118,000,000 in 
1928 and 1929. These charges, stating that 
consolidated goodwill was being written 
off, were worded as follows: 

There is some evidence that the 1929 
charge was at that time looked upon as the 
final write-off of intangibles. The total 
write-offs of non-tangibles down to De- 
cember 31, 1929, amounted to the signifi- 
cant total of $508,302,500, which, as the 
1929 annual report discloses, equalled “the 
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TABLE 1 


REVENUE CHARGES AND INCOME APPROPRIATIONS FOR SINKING-FUND RESERVES AGAINST WHICE 
Non-TANGIBLES OF $182,000,000 WERE WRITTEN OFF 


Expense charges for depreciation by U. S. Steel Corporation: 


Appropriations of net earnings, 1901 through 1915, in 36,038 , 828.02 

TABLE 2 
Write-orrs oF NON-TANGIBLES IN PROPERTY ACCOUNT BASED UPON EARNINGS USED FOR 
PLANT EXPENDITURES 

Charges to retained earnings for plant expenditures: 

Net earnings appropriated for plant construction: 
$130,300 ,000.00 
Write-offs thereto 

—— noted by observing reported changes in cumulative total of write-offs based upon earnings used for plant 
expenditures: 

* Credits. 
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par value of the common stock originally 
issued upon organization of the corpora- 
tion and shortly thereafter.” 

The total write-off of this amount sug- 
gests that it was based upon the familiar 
arrangement in corporate mergers of issu- 
ing preferred stock for the tangible assets 
of enterprises acquired and common stock 
as a so-called “‘bonus” for the intangibles.” 
It had been rumored, for example, in 1901 
that preferred shares of U. S. Steel were 
being distributed among bankers at $100 
(par) with a 100 per cent bonus in common 
stock added.“ Although this plan had 
merit from a capital-raising standpoint, 
it obviously did not provide the correct 
basis for measuring intangibles and stock 
discount. Further, this basis tended to 
lend credence to the fallacious argument, 
asserted by the Bureau of Corporations, 
that there had originally been no property 
investment behind the common stock of 
U. S. Steel and that the entire common- 
stock equity was built up in a questionable 
manner through the retention of earnings.” 


18 “A very common basis of organization was to de- 
termine upon cash prices for the plants acquired and 
then to give the vendors (the owners of the plants) the 
option of taking the price in cash or of taking preferred 
stock up to the full amount of the cash option figure, 
with a large bonus in common stock. New cash capital 
frequently was raised on the same terms. The result of 
this method of organization was that the preferred stock 
of the consolidated concern at its original organization 
represented practically the entire value of the property 
acquired—certainly the entire value of the physical as- 


ts. 

“This was the method followed in the four ‘Moore’ 
companies, viz., National Steel Company, American 
Tin Plate Company, American Sheet Steel Company, 
and American Steel Hoop Company... . 

“Tn the organization of the American Steel and Wire 
Company the preferred stock likewise covered the en- 
tire value of the physical property acquired at the time 
of organization, all of the common stock being issued 
either as a bonus or for underwriting services. The same 
method, substantially, was followed in the organization 
of the National Tube and American Bridge Companies.” 
Report of the Commissioner of Corporations, p. 16. See 
also Maurice H. Robinson, op. ctt., for consolidation 
methods followed during the years 1889 to 1901. 

4 “According to a Boston news item, ‘We under- 
stand that the bankers may get during the next 18 
months preferred stock at par for any money furnished 
and a 100 per cent bonus in common stock.’ ” Commer- 
cial and Financial Chronicle, March 2, 1901, p. 441. It 
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Seven years later, in 1936, after the re. 
quirements of the Securities and Exchange 
Commission had made it necessary to sep- 
arate intangibles in the reports filed with 
the Commission, the extent of remaining 
intangibles was reported to be approxi- 
mately $260,000,000. In 1938 all except 
$1 of this balance was charged off to 
capital surplus, most of which had been 
created for this purpose by reducing the 
par value on common stock from $100 to 
$75. Finally, as noted earlier, the caption 
for intangibles was completely eliminated 
from the annual reports in 1953. 


ANALYSIS OF THE WRITE-OLFFS 


First, it will be convenient to assume 
that the entire $146,000,000 charged off as 
depreciation was actually the amortiza- 
tion of goodwill. Of all the non-tangibles 
found in the property account, goodwill is 
the one most reasonably subject to system- 
atic charges to expense. Total goodwill 
acquired by U. S. Steel was estimated 
earlier to be approximately $268,000,000. 
On this basis, the remainder of $122 ,000,000 
is the amount of general intangible value 
excluded from income determination and 
charged directly to retained earnings. 


may be recalled that U. S. Steel initially issued pre- 
ferred and common shares in almost equal amounts. 

6 “Tt is... of decided interest to analyze the dis- 
position of the earnings of the Corporation from the 
standpoint of the stockholders and with especial refer- 
ence to the position of the common stock. Such an analy- 
sis shows that whereas at the outset the common stock 
represented no real value whatever it has nevertheless 
received a substantial return in dividends. Moreover, 
there has been built up by the great increase in invest- 
ment a considerable equity for the common stock. 

“Of course most of this equity is not in a form in 
which it can be distributed as dividends, because most 
of the earnings accruing to the benefit of the common 
stock have been reinvested in fixed property, either new 
plants, or new ore, coal, and similar properties. Never- 
theless, the reinvestment of these earnings means that 
an equity for the common-stock holders in the property 
has been created, and that meanwhile a great invest- 
ment is being utilized to produce profits of which only 
fixed amounts are distributed to the holders of bonds 
and preferred stock, while the remaining amounts may 
be applied to dividends on the common stock.” Op. cit., 
pp. 344-345. 
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Second, the write-off of $260,000,000 to 
capital surplus in 1938 was unquestion- 
ably proper as a partial correction of the 
overstatement of invested capital in 1901. 
If, as was estimated above, there had been 
a failure to recognize $356,000,000 in 
stock discount, this charge to capital of 
$260,000,000 was deficient by $96,000,000. 
In this connection, however, it is necessary 
to consider the fact that $150,000,000 of 
preferred stock was converted into a like 
amount of bonds in 1903. Assuming these 
bonds to have had a market value of par, 
a contractual obligation of $150,000,000 
was assumed to effect the retirg¢ment of 
preferred shares for which an estimated 
$135,000,000 (at $90 per share) had previ- 
ously been invested. On this basis the con- 
version resulted in a special distribution to 
preferred stockholders of $15,000,000 in 
retained earnings. Since the capital write- 
off was charged against the common stock 
(through reducing par to $75), this re- 
maining $81,000,000 charged against re- 
tained earnings is composed of $45,000,000 
in common-stock discount and $36,000,000 
in preferred-stock discount. 

Third, general organization cost of 
$59,000,000 was incurred in forming a 


corporation which has shown no signs of 
shrinking in stature. On this ground it 
would appear that the organization cost 
should still be reported as an intangible as- 
set in full amount. 

Fourth, the bond premium of $45,000,000, 
had it been recorded, would have reduced 
interest charges over the life of the bonds 
by that amount. Since these bonds were all 
retired by 1951, past earnings have been 
understated approximately $45,000,000 
in this connection. 

Fifth, the fact that U. S. Steel used 
$545,000,000 for tangible fixed assets 
acquired in 1901 must be reconciled with 
the compromise valuation of $675,000,000 
considered to be somewhat more appropri- 
ate under the circumstances. If the higher 
valuation on tangibles should be judged 
more acceptable, it follows that tangible 
properties were also included in these spe- 
cial write-offs to the extent of roughly 
$130,000,000. A general conclusion along 
these lines should not be surprising, par- 
ticularly when it is recalled that there 
were many write-downs of plant properties 
in the 1930’s and that U. S. Steel reduced 
the book value of plant properties by 
$270,000,000 in 1935. 
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SHOULD THE ACCOUNTING TEACHER 
PRACTICE ACCOUNTING?* 


RoBErT H. VAN VooRHIS 
Associate Professor, University of Alabama 


rather often when deans and other 

administrators get together, and not 
infrequently in gatherings of accounting 
teachers such as we have here today. It is 
quite likely that each of you already knows 
the answer to this question, at least as far 
as it concerns you personally. Yet I 
doubt that we all agree on the matter— 
some might say ‘“‘yes” while others might 
say “no” with equal vehemence. 

It is the purpose of this paper to con- 
sider the matter from various points of 
view and to determine what action we 
should take. To limit the field of investiga- 
tion, may we agree at the outset that we 
are considering full-time teachers of ac- 
counting. This will exclude the problems 
of the full-time practitioner who teaches a 
course or two on the side. It will also 
exclude part-time teachers in the graduate 
assistant category. These persons are 
studying and writing theses or disserta- 
tions, and teaching one or more regular 
classes. They may intend to become full- 
time teachers, but are not yet in that 
category. 

While often discussed, this question 
seems to have little written about it. 
Much of what follows is therefore based on 
personal observation or experience, or 
represents the fruits of discussing the 
matter with a good many people over the 
years. Some schools have reached very 
definite conclusions and laid down specific 
rules to govern outside employment of 


i SUSPECT that this topic is discussed 


* This paper was presented at the Eighth Annual 
Meeting of the Southeastern Section of the American 
Accounting Association, Columbia, South Carolina, 
on March 23, 1956. 


their teachers. Others apparently adopt the 
attitude of ‘‘the more the merrier,’’ while 
still others which permit a moderate 
amount of outside work have not spelled 
out any exact limitations. 

Like most questions of any seriousness, 
this one appears to have at least two sides, 
and its discussion may often engender more 
heat than light. It might be interesting to 
try to hold you in suspense until the very 
last paragraph, wavering between “yes” 
and “no” as the evidence unfolds, as we 
undertake to make a careful investigation 
in an impartial manner. It appeared more 
desirable, however, to present the con- 
clusions first, and then to explore the 
background more fully. In fact some of 
you may be so uncharitable as to suggest 
that the conclusions have not advanced the 
matter, and are little more than an adept 
(or inept?) straddling of the fence. 


CONCLUSIONS 


The answer to the question, “‘Should the 
accounting teacher practice accounting?” 
appears to be “‘yes”—if this makes him 
a better teacher or if it enables a capable 
person to teach who would not otherwise 
do so. 

The answer to this same question ap- 
pears to be ‘“‘no”—if the outside practice 
makes him a poorer teacher, whether be- 
cause of lack of time, shifting of his major 
interest, or for other reasons. 

In a specific case the answer may there- 
fore be either “yes” or “no” depending 
partly on the general situation and 
particularly on the individual teacher. 
Accounting teachers should try to work 
out with their administrators a policy for 
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their school with respect to outside prac- 
tice of teachers. This policy should not 
be arbitrary; it should be reasonable under 
the circumstances. 


PLAN OF STUDY 


In order to determine what the answer 
should be in a specific case, may we review 
some of the attributes and activities of the 
effective accounting teacher, explore some 
of the ways in which he might practice 
accounting while serving as a full-time 
teacher, and then try to agree on some 
general criteria by means of which to 
develop a sound school policy. 


Effective Teaching of Accounting 


The Accounting Teachers’ Guide (Leo 
Schloss, Ralph L. Boyd, and A. J. Penz, 
ed., copyright 1953 by the American 
Accounting Association and published by 
South-Western Publishing Company) 
points out (p. 102) that teaching is a pro- 
fession, and the accounting teacher no 
less than teachers of other subjects must 
have adequate preparation for service, 
high standards of performance, and special 
personal characteristics. Specifically, it 
describes the nature of the teacher’s 
contribution for college students of ac- 
counting as follows: 

Basically, the job of an accounting instructor 
is to explain clearly the concepts of his subject 
and the why and how of their application in a man- 
ner which will attract the interest and stimulate 
the imagination of his students. His task is light- 
ened to the extent to which he commands student 
confidence and respect. 


The Guide further points out (p. 103) 
that accounting teachers are not just born, 
but are made to a considerable extent by 
consistent and devoted preparatory study 
and effort. The following are listed as the 
most important attributes of the effective 
teacher of accounting: 

1. Knowledge of accounting and related sub- 


jects. 
2. Ability to explain accounting. 


3. Ability to select and prepare material for 
the course. 

4. Interest in accounting and related fields. 

. Ability to judge students’ capabilities and 
measure students’ performance. 

. Personal characteristics. 

. Professional attainments. 

. Research and writing ability. 


ono 


The accounting teacher may get his 
knowledge of accounting from academic 
study, practical training and experience, 
or preferably, a combination of both. The 
Guide states (p. 104): “To work most 
effectively, the instructor must keep 
abreast of developments in the theoretical 
aspects of accounting, in its changing 
applications, and in the economic and 
financial fields which it serves. ... His 
lectures and demonstrations will be more 
practical, of better quality, and more 
sustaining for the student when founded 
on fact and current usage. . . . The respect, 
cooperation, and general attitude are 
superior when students are studying with a 
teacher who has had practical experience.” 

Supporting the middle-of-the-road con- 
clusion stated above, our Guide has this to 
say (p. 119): 

The accounting field is a professional field. 
Consequently, an individual can strive to attain 
professional advancements from two sources: 
One as a professional teacher and one as a pro- 
fessional practitioner. In many instances the 
individual, in striving to become a professional 
teacher, Joses sight of the fact that he needs to 
advance in the accounting profession at the same 
time in order to be considered effective. The re- 
verse is also true. Sometimes teachers think that 
if they advance professionally in accounting, they 
automatically will advance in the profession of 
teaching. It often happens, however, that the 
more an individual attains professionally in ac- 
counting, the more he loses sight of the fact that 
he is primarily a teacher. This has occurred in 
many instances where teachers practice account- 
ing and where the practice of accounting becomes 
more important than classroom preparation and 
teaching. 


Activities of the Accounting Teacher 


Depending upon the school in which he 
works, and upon his research, writing, 
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administrative, and other academic activ- 
ities, the teacher by definition must also 
teach one or more classes. Rarely does the 
teaching load exceed twelve to fifteen 
hours per week in class, and often it is 
less. It frequently appears to outsiders, 
including the hard-working accounting 
practitioner during the tax season, that 
the accounting teacher really has an easy 
life, and must have a tremendous amount 
of idle time that ought to be put to good 
use. 

There is little need to point out to an 
audience of accounting teachers that this 
opinion is far from reflecting the facts of 
academic life. The time spent in preparing 
lectures varies with the experience of the 
instructor and the variety and volume of 
his teaching load. The amount of paper 
grading he must do depends on these fac- 
tors and on the provisions his school makes 
for hiring graders to do this work. Time 
spent advising students depends on the 
custom of the school and upon the students 
themselves. In schools having graduate 
students, the direction of theses and 
dissertations can consume much time. All 
of these things are closely related to the 
job of teaching. 

The teacher should be somewhat of a 
scholar too. He must find time for reading 
and contemplation. In many schools a 
premium is apparently placed on research 
and writing. In order to advance in rank 
and salary, the teacher must produce 
printed material of a more or less pro- 
found nature. This can take a great deal 
of time and produce little in the way of 
tangible results. In some cases, adequate 
clerical and stenographic help is provided 
the teacher-researcher, but these are the 
exception. Most administrative officers 
appear to be good enough cost accountants 
to subscribe to the idea that the teacher 
represents a fixed cost, and should there- 
fore be utilized to the fullest possible 
extent. According to this vew, there is no 
cost involved in having the teacher type 
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his own letters or research reports, while 
stenographic help is clearly an out-of. 
pocket cost which should be avoided 
entirely or reduced to an absolute mini- 
mum. 

There is an inordinate amount of 
administrative and committee work which 
appears essential to the working of some 
schools. Here again, the teacher is already 
on the payroll, and the more of this ad- 
ministrative work he can be persuaded to 
do and the more committee meetings he 
can be provided to attend, the more nearly 
the school seems to feel it is getting its 
money’s worth out of him. 

Professional accounting associations of 
various sorts abound in most localities, 
The programs of these groups are often 
quite worth while and interesting. The 
accounting teacher is expected to attend 
and participate in them as a matter of 
keeping up with his work, and as a public 
relations service for his school. Again, the 
impression prevails among the busy practi- 
tioners in these organizations that the 
teacher has lots of spare time, and can 
readily handle committee, speaking, and 
other assignments. 

Arranging to bring panel discussions and 
outside speakers to the campus, entertain- 
ing them while they are there, and per- 
suading the students to take advantage of 
the benefits these appearances afford, are 
all part of the day’s (or more likely the 
evening’s) work. Discussing students with 
job interviewers and entertaining (or being 
entertained by) them also takes time. 

Wherever he goes in the community, in 
church organization, P.T.A., social club, 
or other group, the accounting teacher is 
given ample opportunity to provide (free) 
advice on financial and tax matters, and 
is often favored with election to the office 
of treasurer. While less closely related to 
his teaching than some of the other 
activities mentioned, these also are looked 
upon by his associates as only fitting, in 
view of the teacher’s knowledge and avail- 
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able time. The idea has even spread to the 
women’s organizations, and the account- 
ing teacher’s wife is found to be the logical 
candidate for the office of treasurer. Some- 
how this often involves the teacher in some 
extra work sooner or later, even if it be 
only a few extra afternoons or evenings of 
baby-sitting. 


Why Might a Teacher Practice Accounting? 


With these and countless other demands 
upon his time and energy, why would any 
full-time accounting teacher ever think 
of trying to practice accounting too? There 
seem to be several possible reasons. 

One is emphasized by a cartoon which 
appeared recently in our student news- 
paper. The dean of the College of Educa- 
tion is pictured behind his desk talking to a 
bewildered freshman at registration. The 
dean is explaining, “You learn teaching 
the first year, then you study vocations 
three years to qualify you for that extra 
job to make a living.” In all too many 
cases, the teacher of accounting is driven 
to practice, whether he wants to or not, in 
order to make ends meet financially. 

This theme need hardly be labored 
before a group of accounting teachers. 
As we know, our accounting graduates, 
with their bachelor’s degrees, are now re- 
ceiving job offers at starting salaries of 
$325 to $425 per month and even higher, 
with the promise of regular and substan- 
tial increases at frequent intervals. For the 
money he is paid, a competent account- 
ant simply cannot afford to teach. Prefer- 
ring to teach for other reasons, he may not 
be able to afford not to practice on the 
side. We may be able to argue theoretically 
that engaging in outside practice merely 
to make money is undesirable on the 
part of a teacher; but the cold facts are 
that he may have to practice in order 
to continue to afford the luxury of teach- 
ing. 

A more readily defensible reason for 
engaging in outside practice might be a 
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desire to become thereby a better teacher 
of accounting. For the person who has 
remained in school to obtain advanced 
degrees and has then gone into teaching 
without practical experience in accounting 
or in business, it would seem essential to 
get a taste of practical working conditions 
in order to become a really finished and 
effective teacher. Carefully selected part- 
time work might accomplish this end. In 
other cases, the teacher might do well to 
obtain a leave of absence and become a 
full-time employee in a public accounting, 
governmental accounting, or private ac- 
counting position for six months or a year 
in order to obtain a minimum of experi- 
ence. Many firms, both public accounting 
and private business, are willing to take on 
accounting teachers under a faculty res- 
idency program. Here the teacher may 
work in a line capacity, but emphasis is 
usually placed on giving him a broad view 
of all of the activities of the firm. 

In some cases, the accounting teacher 
may feel called upon to engage in outside 
practice as a public service, with or with- 
out reward. The likelihood of his being 
tapped for treasurer of whatever organiza- 
tions he belongs to has already been men- 
tioned. In some cases there may be paying 
jobs in non-commercial organizations 
which need skills beyond the ability of the 
organization to pay for at the going rates. 
Many public accountants give generously 
of their time in such situations. The ac- 
counting teacher can often perform a real 
service in this area. 

There are some teachers to whom ac- 
counting practice is a fascinating hobby 
as well as a vocation. They enjoy auditing, 
preparing tax returns, and even preparing 
worksheets, reconciling bank balances and 
locating those little errors which creep into 
the best of trial balances. Particularly if 
they have gone into teaching from prac- 
tice, they may feel a real need to get back 
into it at least part of the time, for mental 
stimulus and personal satisfaction. 
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In What Ways Can the Teacher Practice? 


It would be pleasant to think of the 
teacher as being greatly in demand for high 
level consultation in situations where he 
could bring into fullest play the fruits of 
his learning and experience. Some teachers 
have achieved this eminence. Their satis- 
factions (and generally their financial 
rewards) are the greatest. Their experi- 
ences are the most likely to make them 
better teachers, through providing them 
with challenging problem situations to 
bring back for classroom examples. Their 
stature in the eyes of businessmen and 
practitioners reflects favorably on the 
prestige of their school and of their 
students. 

A teacher may become a director or a 
regular consultant of a particular business 
firm. If the work is on a high level, it 
may present a real challenge to the teacher 
and provide him with worthwhile ex- 
perience. If the job is on a low level, it may 
be only hack work which saps his energy 
and has an adverse effect on his teaching. 

The teacher may operate as a public 
accountant in carrying on a simple book- 
keeping service for various small businesses 
unable to afford full-time bookkeepers. If 
in addition to the bookkeeping (a little of 
which is good for any teacher, to keep his 
feet on the ground), the teacher has a 
chance to serve as a business consultant 
and advisor, it may be beneficial. 

It is likely to be more difficult for the 
teacher to operate as a certified public 
accountant on the side, offering clients a 
full line of services, including auditing, 
special investigations, systems work, tax 
work, and the like. It is hard for any 
single individual to do all these things 
competently, and particularly so for the 
teacher, who should be giving primary 
emphasis to his teaching and who must 
meet his classes on regular schedules. You 
may have heard the story of the busy 
practitioner who solved this problem by 
teaching all of his advanced courses in the 


same room at the same hour. The students 
studied, thought, and worked their prob- 
lems independently, consulting the teacher 
individually as the occasion arose. He was 
not troubled with preparing lectures, and 
managed to grade his papers in class be- 
tween student questions, which he did not 
encourage. Most of us would find difficulty 
in justifying this arrangement. 

Several accounting teachers, or virtually 
a whole accounting department, might 
constitute itself an accounting firm and 
practice together. They might maintain 
offices “down town” or make their head- 
quarters at the school, conducting their 
teaching and their accounting practice 
intermittently. Students may be able to get 
a rather good idea of the public accounting 
firm in action, through casual observation 
or through part-time work for the teachers. 
There is the ever present danger that the 
practice will get the most time and atten- 
tion, while the teaching suffers. 

The teacher may find it possible to work 
part time for a public accounting firm. If 
he acts in a supervisory capacity, with 
assistants doing the routine work, he may 
be able to make good use of his abilities in 
a remunerative manner and at the same 
time schedule the work so that he can 
give adequate attention to his teaching 
and other academic responsibilities. This 
can be perhaps the ideal situation for the 
teacher, and at the same time very helpful 
to the practitioner. 

Somewhat the same flexibility may 
possibly be achieved by the teacher who 
has his own accounting firm with full-time 
practicing employees, or is a partner in a 
firm in which other members are full-time 
practitioners. But the responsibility here is 
quite different from that in the preceding 
case. The proprietor or partner may be- 
come so involved in the business that his 
teaching suffers. 

Another possibility is for the teacher to 
arrange with one or more firms or organiza- 
tions to help them select, and then to 
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supervise the work of, students of the 
school in which he teaches. The students 
perform line accounting work as part-time 
employees of the firm. Receiving a fee 
for his services, the teacher is able to 
serve aS Management consultant and chief 
accountant. The arrangement may be 
particularly advantageous to the students, 
who will receive on the job training from 
the teacher. He will be able to observe 
weaknesses of the students on the job, 
which may enable him to improve his 
teaching so as to overcome these student 
deficiencies. 


ADVANTAGES AND DISADVANTAGES OF 
OUTSIDE PRACTICE 


As noted above in the partial list of 
possibilities for outside practice, whether 
this is beneficial in respect to teaching 
or not depends on the circumstances. If 
the work is mentally challenging and 
provides examples of accounting principles 
and practices which the teacher can use to 
advantage in class, it may stimulate his 
thinking and make him a better teacher. 
Current practice, perhaps even more than 
teaching, requires a person to keep up with 
developments in his professional field. This 
is apparent in connection with taxes, and 
only slightly less evident in other account- 
ing fields. Contact with businessmen and 
with practitioners keeps the teacher con- 
tinuously aware of the practical problems 
which accounting and accountants must 
help solve. 

The teacher’s business associates may 
be persuaded to lecture to or hold discus- 
sion panels for the students, and all three 
may benefit from these contacts. The out- 
siders become more interested in the school 
and its students and perhaps more anxious 
to hire them as they graduate. The 
businessmen and practitioners may pro- 
vide scholarships, contribute to the alumni 
fund, or give tangible help to the school 
and its students in other ways. 

One primary disadvantage to the teacher 


of outside practice is that it may come to 
interfere seriously with his academic work. 
The teacher, no less than the administra- 
tor, will recognize the fixed nature of his 
college salary, at least in the short run. 
His outside practice, on the other hand, 
may be expected to pay more almost 
immediately as he spends more time and 
energy with it. This leads too often to a 
temptation to neglect academic work in 
favor of outside practice. The client “in a 
jam” may take precedence over a sched- 
uled class. The prospect of a few hours of 
extra work for an additional fee may over- 
come the urge to catch up on the reading 
of professional journals, or may short- 
change the students more directly by cut- 
ting into lecture preparation or student 
counseling time. 

If the outside practice is remunerative 
and a particular teacher appears better off 
financially than others, there may be 
jealousy and ill will created within the ac- 
counting department, or toward account- 
ing teachers in general on the part of 
other teachers in the school. The teacher 
with a successful outside practice may 
come to the conclusion that he would do 
better to engage in such work full time, 
and so we may lose another teacher. 

In an article published in THz Account- 
ING REVIEW in June, 1929 (vol. IV, pp. 
129-130) titled ‘Shall Accounting In- 
structors Indulge in Outside Practice?” 
C. L. Raper summarizes his conclusions 
somewhat as follows: 

1. The administrative task of setting up 
class schedules is harder if the teacher has 
outside practice. This is strictly a second- 
ary disadvantage. 

2. Student schedules and schedules of 
other instructors are likely to be more 
difficult to work out where one or more of 
the teachers has outside practice. This is 
more serious than the first, but still a 
secondary disadvantage. 

3. Outside practice may come to be the 
major interest, to the detriment of the 
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teaching. This is a much more important 
disadvantage. 

4. Whenever the accounting instructor 
can do good outside practice and equally 
good college teaching, several benefits are 
likely to result. 

a. The teacher will find effective illustra- 

tions of more vitality. 

b. He will be able to make a better 
selection of accounting principles and 
practice to explain to his students. 

c. He will attain a better standing 
in the eyes of his students, his col- 
leagues on the faculty and in the com- 
munity. Such standing makes his 
teaching more valuable. The reputa- 
tion of the non-practitioner as ‘“‘only a 
theorist” detracts from his value as 
an instructor. 

d. The college may be able to secure in 
its teaching service better account- 
ants for relatively small salaries. 

5. College administration should try to 
secure in its service accountants who have 
important outside practice, providing that 
these persons can teach in a vital way and 
provided that they take their teaching 
tasks with a large amount of serious 
interest. 


POSSIBLE SCHOOL POLICY ON OUTSIDE 
PRACTICE 


At one extreme, almost unlimited out- 
side practice may be encouraged. Where 
budget difficulties or established salary 
scales prevent a school from hiring capa- 
ble accounting teachers without encour- 
aging them to supplement their income 
through practicing on the outside, the 
arrangement seems likely to prove dis- 
advantageous for school, teacher, and 
students. The teacher may feel that the 
school is not treating him as well as he has 
a right to expect, which would be an 
adverse morale factor. He may feel justi- 
fied in taking on more outside work than 
he can handle and still perform his 
academic duties effectively. The students, 


of course, are the real losers, although they 
may not realize it. 

On the other extreme, salaries may be 
high enough in some schools so that 
financial problems do not force teachers 
to practice accounting for the money 
alone. Such schools (wherever they may 
be) might feel justified in prohibiting 
their teachers from engaging in any out- 
side practice. There is something to be said 
in favor of such a favorable salary situa- 
tion. We can readily agree that doing out- 
side work for the accounting teacher should 
not be a matter of survival. But to prohibit 
outside practice entirely would be to 
forego its beneficial aspects, and might 
prevent the school from hiring capable 
persons who insist upon mixing practice 
with their teaching. 

Pressure for complete prohibition of out- 
side practice may come from teachers 
themselves. Some feel that their academic 
work should be on such a high intellectual 
plane at all times that the mundane affairs 
of the business world with its bookkeeping 
and tax problems are not for them. Be- 
lieving that a modicum of teaching should 
provide them with enough income and 
leisure time to read, conduct research, and 
write, they may exert pressure to have 
themselves and their colleagues prohibited 
from doing any outside work. Or teachers 
in other fields in which there are no (or 
very limited) possibilities of outside work 
may succeed in enforcing such a prohibi- 
tion against accountants on their faculty. 

Some schools, avoiding both extremes, 
neither encourage nor prohibit outside 
practice. However, the amount a teacher 
may earn in outside work or the time he 
may spend in such work, or both, may be 
rigidly prescribed. 

In another possible situation, the school 
might try to control the outside work 
directly, by insisting that potential clients 
employ teachers only through some school 
administrative official or agency. The 
school might even go so far as to bill the 
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cient and pay the teacher. The teacher 
might receive the amount paid by the 
client. He might be paid some lesser 
amount, perhaps based on some concept 
of an “hourly rate” which limits the 
amount paid in accordance with the 
teacher’s academic rank or salary. One 
need hardly mention the repugnance with 
which most professional accountants would 
look on such an arrangement, which would 
prevent both a normal relationship with 
the client and a reasonable fee based on the 
professional difficulty or value of the serv- 
ices rendered. 

Some schools apparently feel they have 
solved the problem simply by ignoring it. 


Toward a Common-Sense Policy 


With these and other possibilities, what 
policy should a school adopt on this ques- 
tion? In my opinion, complete prohibition 
of outside practice would be a mistake. 
Even if salaries were very comfortable, 
there are situations in which outside prac- 
tice can improve the teacher in his 
academic work and should be encouraged. 

On the other hand, to insist that every 
accounting teacher must practice on the 
outside would appear equally to be a mis- 
take. There should be room in most schools 
for persons whose primary interests are in 
teaching, research and writing in historical 
or theoretical areas, rather than in current 
practical problems. Such persons may not 
be interested in or adapted to outside 
practice, yet may be effective in their 
preferred areas. Teachers, whatever their 
inclinations, should be able to earn a living 
teaching, without having to take on out- 
side jobs. 

To permit outside practice but to set a 
limit on the total amount a teacher is 
allowed to earn might appear reasonable. 
However, such a restriction in unrealistic 
if its aim is to govern the hours a teacher 
may spend in outside work. The most 
capable persons can earn more in less time 
than their less able colleagues, and the 
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former can probably better spare the time 
from their academic work. A limit on out- 
side earnings might serve to make the 
better men interested in outside work 
either to leave the school, or to violate the 
rules with or without the knowledge of 
their administrators. 

It might seem logical to limit directly 
the number of hours per week a teacher 
would be permitted to practice. However, 
outside work tends to bunch at certain 
times during the month, and it might be 
quite acceptable to have the teacher spend 
more time one week or one month on such 
work, provided he could still manage to 
conduct his academic affairs effectively. 

It might be possible to lay down certain 
general limitations on the type of work 
permitted, for example, to prevent purely 
hack work or semi-permanent repetitive 
activities. Yet even here it is hard to 
generalize. For example, in order to 
straighten out a set of records and prepare 
a tax return, the teacher might have to 
work them up almost from scratch for a 
given period. If we concede the tax return 
is of sufficient intellectual challenge to be 
permissible, can we prohibit the routine 
book work which must precede it? In 
connection with a client for whom the 
teacher provides management counsel and 
advice, he may also undertake to direct the 
work of the bookkeeping personnel and to 
prepare periodic reports. Should these 
latter phases of the work be prohibited 
because they are routine and recurring, al- 
though the management and financial 
counseling by itself might be quite accept- 
able? 

It might appear reasonable that a full 
time teacher should not become a regular 
employee (even part-time) of any other 
organization. But suppose he can be so 
classified and thereby obtain or increase 
social security coverage? Should he be 
forced to work on a fee basis instead of a 
salary? 

These and many other problems make it 
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difficult for a school to adopt a precisely 
delimited policy with respect to outside 
employment by teachers. If no policy is 
adopted, the teacher can never be sure 
where he stands, or what he may or may 
not do. If policy formation is left to 
administrators alone, the results are al- 
most certain to be unsatisfactory to the 
teachers. The teachers should therefore 
undertake to guide their administrators 
into a reasonable policy which will protect 
the school, insure high standards of 
academic work, and yet leave the ac- 
counting teacher a certain amount of free- 
dom to improve his intellectual or financial 
position through a reasonable amount of 
outside practice. 

Accounting teachers should be alert to 
explain to their administrative officers the 
advantages of outside work in improving 
their teaching ability. Financial matters 
are important and may well play a part in 
the decision, although they should not be 
the only consideration. The teacher might 
reasonably be expected to discuss new 
assignments with his department head or 
dean before accepting them. The teacher 
and the administrator should both be 
convinced that the assignment will benefit 
(or at the least, that it will not impair) the 
effectiveness of the academic work. To be 
acceptable, the work should be suited to 
the abilities of the teacher, and the 
remuneration should be commensurate 
with the skill required. Any concept of an 
“hourly rate” for professional work based 
on some formula relating the amount to 
the teacher’s academic rank or salary, 
regardless of the difficulty of the work, is 
clearly unacceptable. Teachers should not 
under any circumstances become pur- 
veyors of bargain accounting work. 


SUMMARY 


To summarize briefly, it appears that the 
accounting teacher is usually pretty well 
occupied with teaching, counseling students, 


helping with administrative and committee 
work, directing graduate students in 
their projects, conducting research, writ- 
ing, participating in the activities of his 
professional organizations, and taking part 
in his church and community affairs. 
The busy teacher may still feel a need 
for obtaining or continuing practical 
experience to keep him on his toes and 
abreast of current developments in ac- 
counting. He may be led into outside 
practice primarily for financial reasons, 
There are a variety of ways in which the 
teacher may practice. Those which permit 
him the fullest exercise of his learning and 
ability with the least routine or recurring 
procedures appear most likely to increase 
his effectiveness as a teacher, provided 
always that they are not too time-consum- 
ing in the aggregate. Those which involve 
repetitive book work seem more likely to 
dull his intellect. Accepting too much 
personal responsibility to clients may lead 
him to spend too much time and energy 
handling their work instead of performing 
his academic duties. This is particularly 
detrimental to his effectiveness as a 
teacher and should be avoided. 
Teachersandadministrators should work 
together to develop a reasonable policy 
for their school concerning outside work. 
In conclusion, the answer to our ques- 
tion, “Should the accounting teacher 
practice accounting?” may be either “‘yes” 
or “no” depending on the circumstances. 
Practice should neither be required nor 
prohibited as a condition of employment. 
Arbitrary limitations should not be set on 
the type or amount of outside work an ac- 
counting teacher is permitted to do. Each 
assignment and the work of each teacher 
should be considered on its merits. We 
should all be guided by common sense and 
standards of professional conduct in help- 
ing to establish a reasonable policy on this 
question, after careful consideration of all 
of its ramifications. 
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A SABBATICAL YEAR IN PUBLIC 
ACCOUNTING 


RosBert L. DIcKENS 
Assistant Professor, Duke University 


DATE OF May 31, 1956 marked, 
| for me, the termination of a one-year 
fellowship program in nublic ac- 
counting with Price Waterhouse & Co., a 
program which has proven most interesting 
and valuable. Returning to the classroom 
after a year of study and work with an 
accounting firm has emphasized the bene- 
fits of such a program to the teacher and 
his students. The wealth of practical 
illustrations, a better insight into the 
operations of a wide range of businesses 
and some knowledge of the methods and 
procedures used by the larger accounting 
firms in auditing and reporting on busi- 
ness operations has been, and should 
continue to be, very valuable in the 
attempt to train future accountants and 
businessmen. 

This report on the fellowship program 
has a twofold purpose. First, it is an 
appeal to the younger teachers of account- 
ing who have had little or no experience 
in the field. These men would find such a 
program of study and work highly useful 
in their future teaching activities both in 
the course work and in the guidance of 
their students. In the October, 1955, issue 
of THE AccouNTING REvrEw The Ameri- 
can Accounting Association’s Committee 
on Faculty Residency issued a report im- 
plying that teachers of accounting have 
been missing an excellent opportunity to 
observe accounting at work by means of 
fellowship programs. This implication 
seems appropriate, particularly for the 
younger men who plan to devote their lives 
to teaching. Programs of six months to a 
year duration should be particularly 
suited to the needs of these younger men. 


The second purpose of this article is to - 
outline my experience and point out some 
impressions that might be of assistance 
to firms and individuals planning such 
fellowships in the future. One young 
teacher, in discussing the fellowship pro- 
gram, expressed the fear that he would be 
expected to act as an expert in some sort 
of consultant capacity. The fundamental 
approach to a fellowship should be to 
train the teacher and give him the benefit 
of public experience; any other approach 
would defeat the purpose of the program. 


THE PROGRAM 


Since the fellowship was arranged for 
my sabbatical leave, a period of one year, it 
necessarily took on many of the attributes 
of regular employment, my assignments 
including regular staff work on various 
audits performed by the firm. Thus, in- 
stead of being merely an observer on these 
audits, my position was more nearly that 
of a member of the staff. As shall be ex- 
plained subsequently, there were certain 
features of this fellowship which dis- 
tinguish it from regular employment and 
thus made it possible to gain a maximum 
benefit from a relatively short period of 
experience. 

Actual assignments scheduled for me 
included both interim and year-end work 
on a chemical company, an advertising 
agency, and a company producing whiskey 
and various chemicals, together with year- 
end work on a transatlantic shipping 
company. In addition, I participated in a 
surprise cash and security count of a bank 
and trust company. 

For two weeks in the summer between 
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assignments I studied firm files, annual 
reports, etc., and later spent four weeks 
in the training class for new staff members. 
By agreement, I participated in class- 
room work, discussion periods and other 
phases of the class in the same manner as 
the students recently engaged by the firm. 
After the class I spent a week in preparing 
a memorandum evaluating the training 
program and in discussing it with staff 
members who had served as instructors 
and with members of the firm most directly 
concerned. 

At various times during the year I 
attended training classes and staff confer- 
ences on subjects ranging from income 
taxes to random sampling. Sandwiched 
between assignments and special activities 
were discussions with representatives of 
the firm specializing in various areas of its 
practice and administration. 

The final month was used in observing 
the special service departments of the firm, 
i.e. tax, S.E.C., Management Advisory 
Service (Systems) and small business 
service; in visits to the other national firms 
in the New York area; and in discussions 
with members of the firm. 

On the audit engagements the specific 
work assignments included an excellent 
cross section of all the phases of an audit, 
ranging from work on cash through profit 
and loss and the preparation of final con- 
solidated statements. The amount of 
responsibility varied from rather detailed 
work to the point of active participation in 
program writing and planning for segments 
of large audits. 


DISTINGUISHING FEATURES 


The wide range of industries, the varied 
work assignments within the audits and 
the progressing levels of responsibility 
during the year provided the opportunity 
to observe an excellent cross section of 
public accounting in a short period of time. 
In addition, I was afforded the opportu- 


nity to examine working papersof all phases 
of each engagement and discuss with the 
staff men the reasoning that went into 
making up a coordinated audit program 
and the tie-in between various phases of 
staff work. 

Another major factor contributing to the 
success of the fellowship was the attitude 
of the arm. It was evident throughout the 
year that the firm was vitally interested in 
making the program successful and that 
my experience be as broad and comprehen- 
sive as possible. For example, before a 
surprise security count all the staff mem- 
bers assigned to the job were called to- 
gether and given instructions as to the 
general objectives of the engagement and 
as to their specific assignments. After the 
work got under way, one of the managers 
in charge took several hours to conduct me 
on a tour of the job, pointing out each of 
the client’s major operations and explain- 
ing how audit control over each had been 
established. 

In another case I was assigned to the 
regular year-end audit of a chemical 
company. The assistant controller of the 
company, being informed that I was a 
teacher on sabbatical leave, spent some 
time discussing the organization and 
accounting problems of the company and 
also their personnel program and problems. 

In was helpful, also, to discuss with 
individuals in the personnel department 
the policies of the firm in regard to per- 
sonnel training and advancement, the 
methods of selecting staff members for the 
various assignments, and other subjects 
necessary to an understanding of the 
large accounting firm, its method of 
operations and the type of individual 
needed to carry on its work. 


MUTUAL BENEFIT 


Certain benefits should accrue to the 
firm which participates in a fellowship 
program such as this. The teacher’s knowl- 
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edge of the strong and weak points of the 
training that students receive prior to 
entering the public accounting field, 
coupled with his experience with staff 
and job requirements while working with 
the firm, put him in a unique position to 
evaluate their staff training program. The 
staff men working on an audit with the 
teacher should benefit from the discussion 
of their audit program and the objectives 
of an audit. To paraphrase a statement 
by one of the staff members on a job: 
“Training is a two-way deal! We are also 
learning by being asked to explain and 
justify our audit program, because this 
requires us to crystallize our thinking. The 
dsicussions of the tie-in between theory 
and practice in auditing and accounting 
are very helpful since we haven’t been ex- 
posed to ‘pure’ theory for quite some time.” 

The benefits that the teacher can expect 
to derive from a period in the public 
accounting field should be apparent. 
Teachers have been accused of being so 
involved with theory that they forget the 
problems that are faced in a practical 
situation. Whether this accusation is 
justified is a matter of conjecture. In my 
own case, and probably in the case of 
many teachers who have had limited 
experience in the practice of accounting, 
there was little basis for true appreciation 
of the problems of accounting for larger 
businesses or of auditing their accounts. 
Some appreciation and understanding of 
these problems and of some of the methods 
used in solving them are the major bene- 
fits that I will take back to the classroom 
from this experience. Furthermore, experi- 
ence is the best source of classroom illus- 
trations of auditing and accounting prac- 
tice. This experience should prove in- 
valuable in counseling students. 

Students are anxious to know the differ- 
ences between large and small public 
accounting firms and between working for 
a public accounting firm and working in 


industry. Being able to discuss these 
differences from firsthand experience and 
observation should be helpful to the 
student in deciding where his particular 
attributes will best fit. 

In addition to these and other somewhat 
less tangible professional benefits, there are 
several personal benefits which accrue to 
the participant, i.e. the benefits of travel, 
the satisfaction of feeling more competent 
in a chosen profession and an appreciation 
of the benefits of the teaching career. 


CONCLUSIONS AND RECOMMENDATIONS 


The American Accounting Association’s 
Committee on Faculty Residency has 
announced that fellowships are available 
ranging in length from four weeks to a 
year. I recommend the longer period to 
any teacher whose experience in public 
accounting has been limited to small 
firms or who has had no public experience. 
During a long period the firm will be able 
to work out a program of observation, 
conferences and actual work experience 
whereas if less time is available the 
emphasis will necessarily be on observation 
and conferences. Thus, the short period 
would be appropriate for a teacher with 
prior experience who felt the need for a 
“refresher course,”’ whereas for the teacher 
without experience much of the benefit 
will be lost unless the period is sufficiently 
long to participate in two complete work 
assignments, for I am convinced that we 
learn best by doing. 

There have been several objections 
raised to the idea of teachers leaving the 
university for such an extended period. It 
is said that with the present teacher 
shortage the school cannot spare the man. 
In answer may I suggest that the advan- 
tage to the school of having the additional 
experience in the repertoire of its faculty 
should more than compensate for the 
inconvenience of temporary arrangements 
for a replacement. 
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The other major objection heard is that 
once the teacher leaves the classroom he 
will not return. In my opinion this “sells 
short” the advantages of the teaching 
career. If the individual is not dissatisfied 
with teaching before he leaves the campus, 
the chances of his return are excellent. 
Without doubt, the experience will add 
somewhat to the teacher’s value as a busi- 
ness executive or public accountant, and 
possibly this added value wiil in some 
cases swing the scale of compensation 
sufficiently to induce the teacher to leave 
the campus. This is a a risk the university 
should be willing to assume. The added 
ability and usefulness of those who return 
should outweigh the loss of the few who 
leave. Of course, there should be a clear 


agreement between the school, firm and 
individual that the fellowship is for a 
definite period, with no intention that 
a permanent position with the firm might 
ensue. 

In his 1955 Dickenson Lectures at the 
Harvard Business School, Donald P. 
Perry stated, “Surveys of schools have 
emphasized a crying need for more in- 
structors who can stimulate and arouse 
students both by their teaching ability 
and also by their breadth of practical 
experience and contact with the business 
world.”’ Fellowships similar to this offer 
an excellent opportunity to the young 
teacher to increase his “breadth of prac- 
tical experience and contact with the 
business world.” 
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COST OR MARKET BEFORE THE BAR 


SipNEY I. 
Assistant Professor, Rutgers University 


LTHOUGH the principle of valuing cur- 
rent assets in general, and in- 
ventories in particular, at “cost or 

market, whichever is lower’ has been 
thoroughly damned, it still remains “firmly 
fastened on modern accounting.”’ The 
fact that it is logically inconsistent, aids 
in distortion, and is often actually un- 
conservative, is almost as much neglected 
by accountants, in their acceptance of 
the rule today, as it was when Gilman 
made the above-quoted statement nearly 
twenty years ago. 

He brought out that, of 197 companies 
whose 1937 reports were studied, 172, or 87 
per cent of them, valued raw materials 
inventories at the lower of cost or market.? 
An examination by the writer of the 1955 
annual reports of 100 firms, chosen at 
random from those listed on the New 
York Stock Exchange, showed that they 
valued their inventories as follows: 


At cost or market, whichever is lower 67 
By the LIFO method (usuaily stated as less than 

market) 26 
At cost or average cost 18 
No method disclosed 1 

This tabulation adds up to 112, because 
in 12 of the cases a substantial portion of 
the inventory was valued at the lower of 
cost or market, with another important 
part valued at LIFO. It is interesting, 
incidentally, to note that only one com- 
pany of the hundred failed to disclose, in 
any way, how it arrived at its inventory 
valuation. The figures show that only a 
small percentage of the firms used cost 
alone as the basis, a larger group used 
LIFO valuations, and over half of the 
companies in 1955 still fully accepted the 
lower of cost or market method. 

? Gilman, S., Accounting Concepts of Profit, N. Y.: 


Ronald Press, 1939; ; p. 429. 
2 Ibid., p. ‘405. 


No one familiar with accounting theory 
or practice needs to be reminded of the 
inconsistencies and distortions caused by 
blind adherence to valuations at the lower 
of cost or market. Many textbooks advo- 
cate, but few companies practice, the reduc- 
tion to a lower market value by means of a 
reserve for decline in inventory and a 
charge to an extraordinary loss, rather 
than swallowing the reduction in cost of 
sales. This is recommended in an effort to 
eliminate the misconceptions and the 
misleading effect, on the results of the 
following year, of cost or market valua- 
tions. More often, however, the incon- 
sistencies and distortions have been 
ignored or rationalized because of the 
supposed need for the application of the 
rule on conservative grounds. 

Under modern conditions, this alleged 
conservatism merely adds another in- 
consistency to compound the confusion. 
With the high level of income tax rates, 
and the onus placed on large corporate 
profits in the eyes of union leaders and the 
consuming public, businessmen today often 
desire their statements to disclose a 
relatively small net income figure. Since 
the cost or market rule often aids in the 
nondisclosure of true profits, rather than 
being conservative, it may thus today be 
fostering concealment and deception, and 
“the traditional rules of conservatism may 
actually be dangerous.’ 

What has been the attitude of the courts 
of law towards this outmoded accounting 
principle which, despite its thorough 
damnation, utterly refuses to die? This 
study attempts to disclose whether the 
jurists have accepted the tenet as thor- 


3 Moonitz, M.&S ing, C., Accounting, An Analy- 
A of its Problems, Bklyn.: Foundation Press, 1952, p. 
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oughly and clung to it as tenaciously as 
have the members of our own profession. 

The concept of valuing inventory at 
lower than its cost was apparently first 
alluded to in the law in the case of Meserve 
v. Andrews, decided by the Supreme Court 
of Massachusetts in 1871. The court 
decided that loss in value of inventory due 
to a fire should be deducted in computing 
the profits of the business. In his opinion 
the judge said:* “The profit and loss of 
trade in merchandise is not confined to 
that which results from sales. Deprecia- 
tion or advance in value of the stock un- 
sold must also be taken into account. 
Depreciation may come from fluctuation 
of prices in the market, from deterioration 
in quality, or diminution in quantity, 
occasioned by the numerous causes inci- 
dent to the business.” 

This statement appears to be the first 
evidence that the law was taking notice of 
an accounting principle which had been 
discussed and practiced by accountants 
since as early as 1712. The reference to 
appreciation in value in the quoted pas- 
sage, however, is at odds with the cost or 
market rule and does not accord with 
accounting practice. 

The lower of cost or market principle 
was later applied in three fairly similar ac- 
tions in different jurisdictions. In each 
case, it was an action by the trustee in 
bankruptcy against the directors of a 
corporation to recover dividends allegedly 
illegally declared by them out of capital. 
In all three of the cases, the defense that 
the dividends were paid out of profits was 
assailed on the ground that inventories of 
current assets were carried on the books of 
the company at cost, when they should 
have been shown on the statements at the 
market value, which was lower than the 
cost. The first case, Davenport v. Lines, 


* 106 Mass. 419, 422 (1871). 
5 Littleton, A., Accounting Evolution to 1900. N. Y.: 
Amer. Inst. Pub. Co., 1933, p. 152. 
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decided by a Connecticut court in 18998 
involved the failure to reduce the value of 
an inventory of patterns and scales below 
their cost when their market value was less 
than that cost. Branch v. Kaiser, decided 
by a Pennsylvania court,’ was based on a 
similar overvaluation of merchandise in- 
ventory, in this case consisting of sugar 
and food products which had dropped in 
price from a cost of twenty-eight cents per 
pound to a market value of only five and 
one-half cents per pound. Irving Trust Co. 
v. Gunder, a leading New York case, in- 
volved the overvaluation of securities 
which had dropped in value below their 
historical cost, at which figure they were 
shown on the company’s statements. In 
each of the cases, the court held the asset 
should have been valued at the market 
value, when this was below the cost, the 
opinion in the Gunder case fully cloaking 
the accountant’s tenet with the majesty 
of the law by actually stating: “The 
general rule of valuing assets... for 
statement purposes, on a basis of cost or 
market value, whichever is lower, is ac- 
cepted as a correct accounting principle.”® 

The above cases had all required current 
assets to be valued at market, when it was 
lower than cost. It will be recalled that the 
Meserve case, the earliest mentioned, had 
suggested that market should even be 
used where cost is the lower figure: That 
statement was mere dictum, however, 
since the facts before the court involved a 
lower market figure, so that the reference 
of the court to a situation involving a 
lower cost was not a controlling ruling on 
the subject. 

Two important cases in different juris- 
dictions asserted that unrealized apprecia- 
tion cannot be included in the valuation of 
merchandise, especially as profits to justify 


* 44 Atl. 17 (Conn. 1899). 

7 291 Pa. 543 (1928). 

8 271 N. Y. Supp. 795 (1934). 
® Tbid., p. 809. 
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the declaration of dividends.!° A federal 
court decision used the precise term 
“market” in holding it cannot be used as a 
basis for valuation of current assets if it is 
higher than cost,’ and a recent New York 
case, directly in point, applied the cost or 
market rule to current assets and specifi- 
cally authorized the use of cost, despite in- 
flationary trends existing at the time 
which caused the market value to be con- 
siderably higher.” 

The lower of cost or market as a method 
of current asset valuation was not always 
so readily acceptable to all judges, how- 
ever, as some of them only applied it in 
deference to the income tax laws which 
permitted it. This is particularly brought 
out in a 1926 decision. Despite the 
testimony of a government accountant 
that the best accounting practice was to 
value inventories at cost or market, 
whichever is lower, and regardless of the 
practice in business, the court stated “that 
the best method of determining the profits 
of a manufacturing business would be to 
value the raw material at the cost.” But 
the decision nevertheless authorized the 
use of the cost or market rule because the 
regulations of the Internal Revenue Com- 
missioner allowed it. 

The courts seem to be quite in agreement 
with accountants in their definition 
of “market,” in the cost or market rule, as 
not referring to the selling price of the 
goods. A federal court judge, for instance, 
specifically held that the term “market” 
used in the phrase ‘“‘cost or market, which- 
ever is lower” in a trading company means 
the purchase price which the firm would 
have to pay for the merchandise in the 
inventory on the open market, and not the 
price at which it sells the merchandise or 


1 Sexton v. Percival Co., 177 NW 83 (Iowa 1920); 
Hill ». International Products Co. 220 N. Y. Supp. 711 


(1925). 
4U.S.0. Kemp. 12 Fed. (2) 7 (1926). 
—_” of Marcus, 273 App. Div. 725 (N. Y. 


BU. S. Kemp, op. cit., p. 8. 
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offers it for sale.“ Another decision added 
that although the volume of goods sold 
may have been very much less on the in- 
ventory date than previous to that time, 
that does not change the market value 
where there is normally an established and 
existing market price for the merchandise.” 

Applying a similar concept to manu- 
factured articles, a federal judge stated 
that the market value of goods held by a 
manufacturer on a given inventory date 
must be determined on the basis of its 
reproduction cost—the elements of cost 
entering into its production.* “Market” 
for manufactured goods, the cases also 
hold in applying the principle, means 
reproduction cost at the given inventory 
date, regardless of what the goods later 
actually sold for,!? or what current bid 
price for the manufactured goods is pre- 
vailing on the open market.’* It represents, 
furthermore, the value of the goods FOB 
cars for shipment, and not the market price 
at the mills.’ 

The Accounting Research Bulletins of 
the American Institute of Accountants 
have further limited the meaning of 
“market’”? in that it should not exceed the 
net realizable value and should not be less 
than net realizable value reduced by an 
allowance for an approximately normal 
profit margin. The first restriction, that it 
should not exceed the net realizable value, 
which covers obsolete and damaged goods 
in the inventory, seems to have the ap- 
proval of the courts. An early Pennsylvania 
case ruled against showing an inventory of 
work in process at cost when the facts 
showed that this cost was above the sales 
value of the finished product.” In applying 

~~ Elder Mfg. Co. v. U. S., 10 Fed. Supp. 125 (1935). 


% Willard Co. v. Kennedy, 109 Fed. (2) 83 (1940). 
6 Bedford Mills ». U. S., 2 Fed. Supp. 769 (1933). 


" Pierce Arrow Co. 9. U. 11 Fed. upp 61 (1935); 
Grays Harbor Corp. v. U. S., 45 7 (2) 
18 Bedford Mills, v. U. S., op. ¢ 
19 Hunt v. U. S., 59 Fed. (2) i014 (1932). 
2 Amer. Inst. of Accts., Accounting Research Bulletin 
No. 43, 1953, p. 3 
Cornell 2. Seddinger, 85 Atl. 446 (Pa. 1912). 


(1930). 
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the cost or market rule in cases involving 
income tax situations, the decisions permit 
the reduction in value of obsolete items if 
they become obsolete during the taxable 
year.“ What is more, this reduction is 
authorized if subsequent events show the 
goods were obsolete in the tax year, even 
if this fact were not known at the time. 

The second limitation on the definition of 
market, that it not be less than net realiz- 
able value reduced by an allowance for an 
approximately normal gross profit margin, 
sets up a minimum below which the in- 
ventory should not be valued where the 
replacement cost is grossly below the 
disposal price of the goods. The cases 
previously cited, that market means 
purchase or reproduction cost regardless 
of what the goods may later be sold for, or 
even without regard to the current bid 
price prevailing on the open market,™ 
seem to indicate that the courts of law are 
in opposition to this second restriction set 
up by accountants. 

There appears to be no direct court 
ruling on the authorization by the ac- 
counting bulletin that the cost or market 
rule may be applied either directly to each 
individual item of the inventory, or to the 
total of the inventory as a whole, or to the 
total of the components of each major 
category. The cases which compare the 
use of cost, or the lower of cost or market, 
generally refer only to the election between 
the two methods themselves for income tax 
purposes. The taxpayer is bound by his 
own election,” and having chosen one 
method cannot in later years switch to 
the other without the consent of the Com- 
missioner.” This in no way involves the 
accounting idea of applying the rule to 


® Knowlton vo. U. S., 53 Fed. Supp. 221 (1944); 
Lucker v. U. S., 53 Fed. “a) 418 (1931). 

3 Oueen City Co. v. Crooks, 7 Fed. Supp. 684 (1934). 

™ Elder Mfg. Co. v. U. S.; Pierce Arrow Co. ». U.S.; 
Bedford Mills v. U. S.; op. cit. 

% Accounting Research Bulletin $43, p. 32. 

% Mother Lode v. Helvering, 317 U.S. 222 (1946) ; Len- 
ox Clothes v. Comm., 139 Fed. (2) 56 (1943). 

™ Bethlehem 0. Comm., 124 Fed. (2) 649 (1942); 

Florence Mills 0. Comm., 126 Fed. (2) 1017 (1942). 


individual items, to the whole inventory, or 
to major segments, but the cases do sup- 
port the accounting rule** that the basis 
of stating inventories must be consistently 
applied.*® 

Thus it can be seen that, by and large, 
the courts have given the dignity of the 
law to the questionable cost or market rule 
in accounting. It may be argued, of course, 
that many of the cases were decided on the 
basis of income tax regulations and not 
on the merits of the accounting principle. 
But Butters, in his classic study on the 
effects of taxation on inventory accounting 
policies, concluded that tax regulations 
have had very little bearing on the broad 
outline of traditional inventory methods, 
tax accounting having largely taken over 
business accounting practices.*° The United 
States Board of Tax Appeals specifically 
stated that taxpayers have been permitted 
to use the lower of cost or market as the 
basis for valuing inventories, in arriving at 
taxable income, in recogniton of a general 
accounting practice.™ 

Bonbright® and Ballentine* both recog- 
nize the debt of the law to accounting 
for the adoption of the cost or market 
rule. The latter suggests that accountants 
are making our law, in that, on questions 
of inventory valuation, judges are in- 
clined to follow good accounting practice, 
even though it may fall short of uni- 
form accounting practice. This writer 
believes that Ballentine’s statement is 
backwards, and that he would have been 
more accurate if he had put it that in the 
question of inventory valuation, judges fol- 
low what is still almost uniformly accepted 
accounting practice, even though it is not 
good accounting practice. 


%8 Accounting Research Bulletin $43, p 
2° American Liberty Co. v. Comm., iB Fed. (2) 873 
944 


). 

% Butters, J., Effects of Taxation, Inventory Account- 
ing & Policies, Cambridge: Harvard University Gradu- 
ate School of Business Administration, 1949, p. 169. 

Burroughs Machire Co., 9 B.T.A. 938. 


%2 Bonbright, Valuairon of Property, N. Y.: 
p. 1 of Property, 


McGraw- 167. 


33 Ballentine, H., Ballentine on Corporations, Chi.: 


Callaghan & Co., 1946, p. $29. 
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INTRACOMPANY PRICING 


WILLARD E. STONE 
Assistant Professor, University of Pennsylvania 


HE past few years have seen an in- 

creasing use of the decentralized 

form of business organization. Per- 
haps this has come about primarily as the 
result of the tremendous growth in the size 
of corporations. Its use, however, is not 
restricted to the giant corporation. Many 
corporations of medium size have found 
attractive the advantages of the de- 
centralized system of management. The 
healthy intracompany profit competition, 
the training and development of vigorous 
young executives, the ready adaptation to 
local conditions in branch plants and the 
ability to reach quick decisions at this 
policy level are just a few of the advan- 
tages. 

The adoption of decentralization brings 
new problems as well as advantages. One 
of the most perplexing is that of intra- 
company pricing. This is a problem of 
great importance to the decentralized 
system. Strangely enough, little has been 
written on the subject. Undoubtedly some 
of the larger corporations have conducted 
research on the subject. Many companies, 
however, have apparently adopted their 
intracompany pricing method on the ba- 
sis of executive decision with little or 
no research. It is unfortunate that so little 
research has taken place in this field, or if 
there has been such research, that its 
results are not available as a springboard 
for future studies. 


CRITERIA 


An intracompany pricing method must 
meet several requirements that reach into 
the very heart of the decentralized opera- 
tion. These requirements must be satisfied 
if the organization is to achieve the man- 
agement efficiency that is its potential. 


First in importance is that the intra- 
company pricing method must arrive at a 
competitive price. This is basic to the 
entire structure of decentralization. Prof- 
its are the yardstick for the measurement 
of managerial ability. If intracompany 
prices are not natural, that is to say 
competitive, this important means of 
evaluating management is lost. 

One of the chief advantages of the de- 
centralized system is the healthy in- 
tracompany competition it engenders. A 
poorly designed intracompany pricing 
structure can destroy this spirit of competi- 
tion. It is a well accepted principle of a 
good incentive plan that those under it 
must be able to control the factors involved 
in computing the bonus. Whether a bonus 
is involved or not, the executives of an 
intracompapy division are vitally inter- 
ested in the profit showing of their division. 
If unrealistic intracompany pricing is 
forced upon these executives, and is out- 
side their control, the profit incentive is 
severely hampered. 

Over-all top management should also 
make certain demands upon the intra- 
company pricing structure. Top manage- 
ment is interested in bringing along the 
best of the younger executives in divi- 
sional capacity. The intracompany pricing 
policy, unless competitive, can distort the 
measurement of the ability of the various 
members of divisional management. 

Top management must use divisional 
income statements in arriving at policy 
decisions concerning the profitability of 
divisional ventures. The decision to make 
or to subcontract various component parts 
of the company’s end-product will cer- 
tainly be greatly influenced by the ap- 
parent profit or loss of a division. It is 
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even possible that the decision to continue 
or to terminate operations of a division 
may depend on the same profit or loss 
showing. Intracompany pricing may well 
play a major part in showing a profit or a 
loss for a particular division. Unless top 
management is to ignore intracompany 
statements and go back to rule of thumb 
decisions in these matters, the intra- 
company pricing system must be realistic. 

Federal income taxes are also involved 
in intracompany pricing. Because of the 
$25,000 surtax exemption, separate income 
tax returns may be filed for subsidiary 
companies and taxes thereby decreased. 
The consideration of this factor has been 
left until last because it should be of less 
real importance in establishing intra- 
company prices than the factors mentioned 
previously. The tax saving demands on 
the pricing method may well run exactly 
counter to the demands of good manage- 
ment principles. While the matter of tax 
savings cannot be ignored, it should never 
be given such importance as to wipe out 
the advantages of competitive intra- 
company pricing. Top management should 
not be lulled into contin‘=¢ unprofitable 
divisions simply to reauce tax s. 


METHODS 


There are four major types of intra- 
company pricing systems. The first is for 
top management to establish arbitrarily a 
price for intracompany “sales.” The sec- 
ond is the cost method, including actual 
cost, actual cost plus a fixed percentage, 
standard cost, and many variations, all 
based primarily on the producing divi- 
sion’s costs. The third night be called the 
retail method, whereby the purchasing 
division is expected to pay the same price 
as the producing division’s other cus- 
tomers. The fourth is the bargained price 
method, in which intracompany prices are 
arrived at by cross-the-table bargaining by 
representatives of the producing and 
purchasing divisions. Each of these meth- 
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ods presents difficulties and each has its 
strong points. 

The arbitrary pricing method must 
include intracompany pricing for income 
tax purposes. If prices are established for 
tax expediency only, the result is usually 
an unnatural equalization of profits be- 
tween subsidiary companies. Undoubtedly 
there can be a tax advantage, but this 
savings may be greatly outweighed by the 
disadvantages of such pricing. Executives 
should place little reliance upon statements 
prepared by divisions or subsidiary com- 
panies which are based on such pricing 
methods. Other statements could be pre- 
pared for the sole use of management 
using, say the standard cost method. Such 
a move might endanger the acceptance of 
the arbitrary prices by internal revenue 
agents. Certainly “out of the hat” pricing 
would tend to destroy the usefulness of 
divisional profits, both as a yardstick for 
measurement of managerial ability and 
as a Management incentive. 

The actual cost method or actual cost 
plus a percentage method have severe 
drawbacks. If the producing division is 
assured of recapturing full cost or more 
on all intracompany “sales,”’ there is little 
incentive to produce economically. The 
motive for cost savings may be present 
through other means, but certainly not 
because of the intracompany pricing. The 
purchasing division has no control over the 
purchase price of the intracompany goods 
and the profit incentive is thereby weak- 
ened. 

The use of standard costs overcomes 
most of these difficulties if the standards 
are good standards. The standard price 
can be a goal for the producing department 
and a fair price to the purchasing depart- 
ment. The problem, of course, is the usual 
difficulty accompanying the establishment 
and operation of any standard cost system. 

The retail method has strong propo- 
nents. One large corporation uses this 
method accompanied by a large degree of 
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departmental independence. As a result 
one department may purchase, from out- 
side firms, the same type of goods pro- 
duced by another department of the same 
company. This may seem a bit extreme, 
but the company involved is completely 
sold on the value of the intracompany 
competitive spirit. The method has the 
advantage of developing a group of strong 
younger executives whose ability can 
readily be judged on the basis of depart- 
mental results. It also undeniably makes 
intracompany management cost conscious. 
The great disadvantage is the “dog eat 
dog” spirit it engenders. 

The last method considered, interde- 
partmental bargained pricing, is believed 
by many companies to be the best. De- 
partmental management has a maximum 
of control over costs. The producing de- 
partment, once the price is established, 
has every incentive to cut costs. The 
purchasing department is a party to the 
establishing of prices and cannot feel 
frustrated, as it well might if prices were 
established by any of the other methods. 
The bargaining would appear to be con- 
ducive to a healthy spirit of intracompany 
competition. Cost figures, if available, 
might well be the basis for such negotia- 
tions. This method has much to recom- 
mend it as the most advantageous of the 
intracompany pricing methods. 

The bargained price method is not, 
however, without its problems. One of the 
most serious is encountered in situations 
where hundreds, even thousands of differ- 
ent parts must be so priced. The task 
could be long and arduous for the bargain- 
ing representatives. To be successful this 
method requires frequent re-examination 
and revision of prices. The interdepart- 
ment bargaining then might well be an 
endless task. There is, however, a solution 
to this problem. 

A “list” price could be established for 
each part, based upon cost, standard cost, 


or competitive market price for the article. 
As a second step the items could be 
classified into as many different classes or 
groups as necessary. The intracompany 
bargainers then could use the list price as a 
base and bargain for the percentage mark- 
up or discount on each product group. 
Once the list price is established, the 
bargaining and review bargaining should 
consume relatively little time. Probably 
the mark-up or discount should be re- 
viewed periodically, the frequency varying 
according to the industry involved. 


SUMMARY 


An efficient intracompany pricing sys- 
tem should establish a price that: 

1. Fosters a healthy interdepartmental 

competitive spirit. 

2. Provides an adequate profit yard- 
stick for the measurement of de- 
partmental management. 

3. Provides figures to top management 
for use in policy decisions to make or 
to subcontract. 

4. In some cases minimizes federal 
income taxes. 

The four methods available are: 

(a) Price established by top manage- 

ment. 

(b) Cost, cost plus fixed percentage, and 

standard cost methods. 

(c) The retail price offered to the pro- 

ducing division’s other customers. 

(d) Interdepartmental bargained price 

method. 

Ideally the standard cost method would 
appear to afford the best answer to the 
four basic requirements. Certainly a com- 
pany already using standard costs would 
find little in the other available methods 
to warrant their use. In the absence of an 
adequate standard cost system, the bar- 
gained price method has much to recom- 
mend it particularly if a list price with 
class discounts is used to offset long and 
tedious negotiations. 
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MODERN ACCOUNTING METHODS FOR 
GOVERNMENTAL UNITS 


Leo HERBERT 
Assistant State Auditor of Louisiana 


F EACH OF you will look around your 
| city, your county, your state or your 

nation, you will find that within the 
geographical boundary of each of these 
political agencies the largest financial 
operation in most cases is some govern- 
mental unit. The government in Washing- 
ton is many times the size of such in- 
dustrial and utility giants as General 
Motors, United States Steel, Standard Oil 
Company of New Jersey or American 
Telephone and Telegraph Company. The 
state government in Lousiana, as an 
example, has approximately five times as 
many employees as the largest single in- 
dustrial enterprise, Esso Standard Oil 
Company, and has a payroll equal to that 
of its largest single industry—the timber 
industry. 

You might ask yourself, If government 
in each instance constitutes the largest 
business, why have not our national, state 
and local agencies kept the pace in financial 
management and accounting control that 
industry has set? If you stop to think for a 
few minutes you can easily see the answer. 

During your grandparents’ time, govern- 
ment was not big business. Government 
provided only those services which could 
not be provided in any other way. Trans- 
portation, communication and public wel- 
fare—the greatest of our governmental 
money spenders outside of defense—were 
local rather than state or national prob- 
lems. The local problem usually was soived 
within the family or local organization 
rather than by governmental interference. 

It was during this period that big 
business began to form and to expand. 
Big Business with its related problems of 


congested cities, of job insecurity, of | 


communication and transportation and 
of lack of local pride in accomplishments 
tended to throw the problems of social 
and economic security on government. 

The industrial revolution with its divi. 
sion of labor, its competition, and its 
profit motive demanded forms of measure- 
ment which could not be found in the 
conventional single-entry or simple double. 
entry bookkeeping system. Stockholders, 
workers, and management demanded re- 
ports of operations and financial informa- 
tion on a current basis which had not been 
available before then. 

To show you that the trend toward 
better financial management in industry 
is relatively new, almost all professional 
accounting organizations are less than 
forty years of age. The major growth of the 
accounting profession has been during the 
past twenty-five years when government 
demanded for public protection, informa- 
tion on profit for taxation and securities. 

While all of this was going on in in- 
dustry, government was expanding. Very 
little attention has been paid by govern- 
ment to the financial problems other than 
that of levying enough taxes to pay its 
way. The problem of financial control and 
administration was secondary to rapid 
expansion of services. 

The question may be asked, then why 
did not government progress in the same 
manner as did industry? The answer is 
simple. The management, the taxpayers, 
the workers, or legal requirements, did not 
expect or demand modern methods of 
financial control in government while they 
did in industry. Now that taxpayers, 
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Modern Accounting Methods for Governmental Units 


department heads, workers, and voters are 
demanding better accounting management 
and control, you are beginning to find 
useful and better accounting procedures in 
government—local, state and national. 


COMPARISONS BETWEEN GOVERNMENTAL 
ACCOUNTING AND INDUSTRIAL 
ACCOUNTING 


Governmental accounting has a great 
many basic concepts found in industrial 
accounting, although some of the major 
principles are completely different. In 
industrial accounting the measurement of 
profits is the deciding factor for a great 
many of the basic principles. Matching of 
costs and revenues probably is considered 
the fundamental concept of industrial ac- 
counting. No such concept exists in govern- 
mental accounting. Usually, revenues and 
expenditures do not have a direct account- 
ing relationship in governmental adminis- 
tration. No problems found in this area of 
governmental accounting can be decided 
from rules propounded in industrial ac- 
counting. 

Most governmental units have a great 
many operational activities. One set of 
combined records is not sufficient to 
analyze these activities. Governmental 
fund accounting for each of these various 
operational activities has no counterpart in 
industrial accounting. 

Management and financial control 
through such devices as matching costs and 
revenues, cost accounting, executive plan- 
ning and control, and operational research, 
have not been developed to any great 
extent in governmental accounting. 

The lack of trained leadership and 
personnel in the field of governmental 
accounting and financial administration 
has made such fundamental principles as 
accrual and deferral accounting, fixed 
asset accounting, and fixed liability ac- 
counting something to be desired. 

While political consideration is an im- 
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portant factor in the selection of personnel 
used in many governmental bodies, this is 
tending to become less and less a factor. 


FUNCTIONS OF GOVERNMENTAL 
FINANCIAL ADMINISTRATION 


The purpose of government is to pro- 
vide services for its citizens. When the 
services can be provided in tangible form, 
such as utilities, then the accounting for 
those services usually becomes comparable 
to that used in industrial accounting. How- 
ever, the major services which are pro- 
vided by government are those which are 
intangible and up to this time have had no 
official system of measurement. Also, the 
services provided by government have 
recently been in such great demand that it 
has been a problem of governmental ad- 
ministration to provide the revenue nec- 
essary for the services. 

The procedure of providing expenditures 
for available revenue is somewhat in 
reverse of that found in industrial ac- 
counting of matching cost and revenue. 
The process becomes a process of matching 
the revenue to the cost rather than the 
cost to the revenue. The entire financial 
administration of government has been 
geared to this procedure. 

The first method of trying to match 
revenue to cost was the dollar budget. In 
the dollar budget an attempt was made to 
determine total cost of the operation of 
government so that revenue could be 
matched to cost. If you were a quick- 
thinking governmental financial adminis- 
trator, it would not take very long to 
determine that in order to match revenue 
with cost the chief financial officer must 
pare the budget. In order to overcome the 
handicap of a cut budget, each successful 
administrator becomes proficient in inflat- 
ing his budget so that after the trimming 
takes place he still has sufficient funds with 
which to operate his agency. 

Notice the difference between this pro- 
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cedure of matching revenue to cost in 
governmental administration and that of 
matching cost to revenue in industrial 
administration. The results have been 
somewhat comparable also. Costs of pro- 
viding services in governmental adminis- 
tration have proportionately increased to 
revenue, while comparable costs have de- 
creased in proportion to revenue in in- 
dustrial administration. 

With increases in salaries to govern- 
mental workers, increases in cost of 
materials and supplies and the need of 
inflating budgets to compensate for known 
cuts, the budget of almost any govern- 
mental administration has soared almost 
out of sight. What is needed is some 
method comparable to matching cost and 
revenue in industrial accounting. Up until 
now, the only available accounting control 
has been the dollar budget. While the 
dollar budget has helped to make sure that 
costs do not exceed revenues—which is 
very important—it had done absolutely 
nothing to make sure that costs are com- 
parable to materials received or to services 
rendered—the purpose of industrial cost 
accounting and industrial budgeting. 


NEEDED ACCOUNTING CONTROLS FOR 
GOVERNMENTAL ADMINISTRATION 


Performance Budgeting 


Approximately two-thirds of the total 
money spent by an average governmental 
unit is spent on personal services, or, as is 
said in industrial accounting, payroll. In 
order to control the performance of an 
individual, a method has been devised by 
some governmental administrators to 
measure the standard output of an ordi- 
nary worker. I might say that this method 
has not received the hearty endorsement of 
all governmental employees or employers. 
Called performance budgeting and some- 
what comparable to standard cost ac- 
counting in industrial accounting, this 
method requires much more detail than is 


needed in standard cost accounting, sing 
the output of each individual employe 
has to be measured against some perform. 
ance standard. 

The output of each worker automatically 
is increased to a performance standard an 


those who perform no personal service 
(deadheads) are eliminated. In my opin. f 
ion, performance budgeting of one sort or f 
another will eventually be used in most | 
major governmental agencies. it can be ¥ 


used for materials and supplies as well as 
personal services. 


Uniform Systems of Accounting 
and Reporting 


At the present time no method is avail- 


able to compare adequately the perform. | 
ance rendered by one state agency with | 


similar organizations in another state ora 
comparable agency in the same state. 
Undoubtedly uniform systems of account: 
ing and reporting are a must in govem- 
mental accounting. Trade associations 
have done a good job of preparing uniform 
systems of accounting and reporting for 
industrial and commercial concerns. Unless 
we expect our state or federal agencies to 
take over, it seems to me that it may be 
necessary for our professional organiza- 
tions to do the job for governmental 
agencies. The professional industrial and 
public accounting organizations should 
work in cooperation with professional 
organizations of governmental financial 
administrators such as the Municipal 
Finance Officers’ Association and_ the 
National Association of State Auditors, 
Comptrollers, and State Treasurers. 


Cost Accounting Controls 


Cost accounting controls are usually 
overlooked in financial administration of 
governmental agencies. These controls 
are of necessity subsidiary records. Some 
highway departments have attempted to 
keep cost accounting records on constru¢- 
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tion and maintenance of highways, but 
otherwise very little has been done toward 
cost accounting procedures. 


Fixed Asset Controls 

Some agencies have attempted to pro- 
vide detailed fixed asset records. However, 
this is the exception rather than the rule. 
Accounting for expenditures of fixed assets 
is lost at the time an expenditure is made 
unless some provision is made for those 
assets which retain their permanancy 
beyond the point of time necessary to 
make the expenditure. Automobiles, type- 
writers, adding machines, even houses can 
be carried off and used by some one other 
than the agency unless records are kept on 
these items as separate and distinct from 
the expenditure record. A great deal of 
accounting research is necessary to provide 
for simple methods of accounting for fixed 
assets of governmental agencies. 


Competent Accounting Personnel 

Because of the lack of permanency in 
many of the chief fiscal operations of 
government, there has been a decided lack 
of competent and trained accounting 
personnel. In my opinion each citizen 
owes it to his government to make sure 
that we have a continuing source of ade- 
quate and trained fiscal officers to carry on 
the functions of the government. Our 
colleges and universities should endeavor 
to prepare students for careers in financial 
management in government. 

Top-level jobs are as self-satisfying in 
government as in industry in many in- 
stances—as rewarding as industrial posi- 


tions. Most governmental positions seem 
to be as permanent, or more so, than in- 
dustrial or public accounting positions. It 
seems to me that the reason trained per- 
sonnel have not made themselves available 
as government employees is because of the 
standing of the governmental position in 
the community. With better auditing and 
better financial controls in government, a 
position with government should be com- 
parable to one with industry; and with 
government becoming the largest of all 
businesses in the nation, positions with 
government are daily becoming more 
important. With this importance come 
financial rewards which are now compara- 
ble with those of industry. 


CONCLUSION 


In conclusion, let me say that govern- 
ment is our biggest business, that the op- 
portunities for service are unlimited, and 
that we are on the threshold of a revolu- 
tion in financial accounting control and 
administration in governmental agencies. 
I am happy to have been a small part of 
this revolution in governmental financial 
administration. All of you are citizens and 
financial leaders of your community and 
can be a part of your local change to 
better government if you will make your 
talents available to your community. 
As Senator Harry F. Byrd says, “Your 
profession, perhaps more than any other, 
works in areas where public scandals may 
be disclosed, and therefore you have not 
only professional interest, but professional 
responsibility.” 
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THE MYTH OF THE CHARGE AND 
DISCHARGE STATEMENT* 


Leon E. Hay 
Assistant Professor, Indiana University 


N 1902 the Accountants’ Guide for 
| Executors, Administrators, Assignees, 

Receivers and Trustees, by Francis 
Gottsberger, was published.! This appears 
to be the first instance in American ac- 
counting literature of serious attention 
being devoted to the subject of executors’ 
reports. In the next few years the subject 
enjoyed wide popularity. Joseph Hard- 
castle’s lectures before the New York 
University School of Commerce, Ac- 
counts, and Finance on “Accounts of 
Executors and Testamentary Trusts” were 
published in book form in 1903.? John R. 
Loomis contributed a comprehensive 
article on “Contents and Mode of Stating 
Executors’ Accounts” to the Journal of 
Accountancy in 1907.5 Gottsberger, Hard- 
castle, and Loomis all dealt with the prob- 
lem of reporting to the Surrogate’s Court 
of the County of New York. That court 
required executors to submit a number of 
schedules and a summary in charge and 
discharge form. 

Sprague, in his text The Philosophy of 
Accounts, drew on the efforts of the writers 
cited above.* Most of the American 
authors who followed Sprague chrono- 
logically also followed him in emphasizing 
the charge and discharge statement. A 
minority of authors have presented alter- 
native forms of executorship reports. Al- 
though executors must report in the 
manner prescribed by state laws and the 
requirements of the court of jurisdiction, 

* This paper is based in part on the doctoral disserta- 
tion completed by Dr. Hay at the University of Illinois 
York: George S. Peck, 1902. 

2 New York: New York University, 1903. 


§ Vol. III, pp. 219-232. 
* New York: C. E. Sprague, 1908. 


both groups of authors generally either 
ignore the legal requirements or assume 
the practices of the New York County 
Surrogate’s Court to be typical of jurisdic- 
tions throughout the country. Neither 


position is tenable. In a study of the | 


statutory requirements of the forty-eight 
states it was found that very few states 
indicate preference for any certain form. 
The charge and discharge statement is not 
mentioned in any state statute but the 
majority of states do prescribe in broad 
terms the content of executors’ reports: 
They must contain detailed information as 
to cash receipts and disbursements, and, 
in many states, information as to the 
executors’ administration of the assets in 
ventoried.® 

Inasmuch as the charge and discharge 
statement is advocated by so many ac- 
counting texts as the form appropriate for 
use by executors throughout the United 
States, it appears desirable to examine a 
typical example of this form in the light 
of statutory requirements common to 
the majority of jurisdictions. 

Exhibit 1, on page 633, presents in 
charge and discharge form data relating to 
the fictitious estate of John Doe, deceased‘ 
The form illustrated is one shown in recent 
accounting texts.’ It is used as a statement 
summarizing a number of schedules, as it 
was in Gottsberger’s day. Thus, in order 

5 Leon E. Hay, “Statutory Requirements as to Form 
and Content of Executors’ Reports to Courts,” THE 
AccounTING Review, October, 1955, pp. 702-705. 

6 Data adapted from problem appearing on pages 
280-281 of George H. Newlove and S. Paul Garner, Ad- 
vanced Accounting (Boston: D. C. Heath and Company, 
1950), II. 

7 For example: William J. Grange, Walter R. Staub, 


and Eugene G. Blackford, Wills, Executors and Trustees 
(Revised edition; New York: Ronald Press, 1950). 
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The Myth of the Charge and Discharge Statement 


EXHIBIT I 


Estate of John Doe, Deceased 
Report of Richard Roe, Executor (Charge and Discharge form) a 
As to Principal 
June 24, 1954, to March 4, 1955 


Charges 
Amount shown by schedule “A”’ 


Amount shown by schedule “A-1” 


Credits 
Amount shown by schedule “B” 


(Realized decreases and losses on | 


Amount shown by schedule “‘B-1’ 


Amount shown by schedule “‘C”’ 


(Administration expenses actually paid)............. 


Amount shown by schedule “‘E” 


(Creditors’ claims actually paid).................... 


Amount shown by schedule “F” 
(Legacies or distributive shares actually paid). 


Principal balance on hand, shown by Schedule “H”’..... 


Estate of John Doe, Deceased 
Report of Richard Roe, and Discharge form) 


June 24, ise, March 4, 1955 


Charges 
Amount shown by schedule ‘“‘A-2” 


(Income during administration).................... 


Credits 
Amount shown by schedule “‘C-1” 


(Administration 


Amount shown by schedule “E-1” 


Amount shown by schedule “F-1” 


(Payments to 
Income balance on hand as shown by schedule “H-1”... 


to discover the disposition of any item en- 
trusted to the executor, it is necessary 
to ascertain the description of that item 
from the entry in schedule “A,” and then 
scan the other schedules for references to 
that item. For example, in this hypo- 
thetical case, the original inventory in- 
cluded an item “Gulf Bonds” with an 
appraised value of $4,250.00. The disposi- 
tion of these bonds was as follows: Bonds 
with an appraised value of $1,700.00 were 
sold for $2,037.38, bonds with an appraised 
value of $850.00 were distributed to A. B. 
Doe, one of the heirs of the deceased, at 


appraised value, and the remaining bonds 
had not been disposed of at the date of the 
executor’s report. The reader of the charge 
and discharge statement would be able to 
find the description of the bonds and their 
total appraised value in schedule “A.” 
The difference between the sale price and 
the appraised value of the bonds sold, 
$337.38, would be found in schedule 
“A-1.” The distribution of the bonds to 
the heirs would be found in schedule “F,”’ 
and the bonds remaining in the executor’s 
charge would be found listed in schedule 
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The disposition of any other item in the 
inventory would be as difficult to ascertain 
from a charge and discharge statement as 
was that of the Gulf Bonds. Thus, this 
form of executor’s report does not seem to 
fulfill the spirit of the common statutory 
requirement of showing the executors’ 
administration of estate assets. It is also 
apparent that in many states this form of 
report would be unacceptable because it 
does not contain a statement of the 
receipts and disbursements of estate cash. 
Even though this form of report is 
deficient in these respects, it does meet 
or exceed the requirements of most states 
in that it contains listings of both begin- 
ning and ending inventories of estate 
assets. 

The charge and discharge statement, for 
the reasons pointed out above, does not 
appear to satisfy the statutory require- 
ments common to most states. Thus it 
follows that this form of report should 
not be presented in accounting texts as 
a form suitable from the legal viewpoint. 

However, the fact that the form is not 
generally acceptable from the existing 
statutory viewpoint is not adequate reason 
to condemn accounting texts for advocat- 
ing it. Laws may be changed. If the charge 
and discharge statement is the best form 
that can be devised from an accounting 
viewpoint, then it is reasonable that 
accounting texts should present it and 
that accounting societies should work for 
acceptance by probate courts. But does 
the form meet the tests of a good account- 
ing report? 

No authoritative accounting organiza- 
tion has set forth any set of criteria of the 
acceptability of a statement from the 
accounting point of view. A number of 
authors have devoted some attention to 
this problem. The following blending of 
their ideas seems suitable for use in this 
article: (It is assumed that the data under- 
lying the report are reliable.) 


The Accounting Review 


1. The requirements of the readers for whom 
the report is intended should dictate the 
nature of the data presented and the man- 
ner of presentation. 
2. The data reported should be arranged in a 
logical and readily understandable manner. 
a. As much or as little detail should be 
shown as is indicated by the require- 
ments of the intended readers. 

b. Like items should be grouped together, 

c. The significance and relative importance 
of the various groups of data should be 
brought out through use of subtotals, 
totals, different typographical styles, and 
other devices. 
3. The wording of the report should convey to 
the reader the precise meaning intended. 
a. Technical terminology should be used 
only if intended readers may be assumed 
to have a technical background. 

b. Common, yet dignified, words should 
be used in reports intended for readers 
without technical backgrounds.*® 


The charge and discharge statement is 
advocated in the majority of accounting 
texts as the report to be presented to 
probate courts. The fact that this form of 
report does not meet statutory require- 
ments common to the majority of states 
clearly shows that it also fails to meet the 
first criterion of a good accounting report. 

The second of the criteria established to 
aid in evaluating accounting reports 
appears to be met only partially by the 
charge and discharge statement. While the 
arrangement of the report provides for the 
grouping of like items and appears to 
follow a logical pattern, the report seems 
deficient in that less detail as to asset 
transactions is contained than the require- 
ments of the intended readers indicate (as 
illustrated by the Gulf Bond example). 
Also, the report does not seem to bring out 
the significance and relative importance 
of the various groups of data. 

The report appears to meet the third 


8 Cf. Leon E. Hay, “Suggested Standards for Judg- 
ing Informative Qualities of Financial Statements,” 
The Illinois Certified Public Accountant, June, 1955, 
pp. 52-55. 
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The Myth of the Charge and Discharge Statement 


criterion, however, in that the report is 
intended for submission to judges who 
may be presumed to be familiar with the 
terminology used. 


CONCLUSIONS 


The traditional form of the charge and 
discharge statement based on the practices 
ofthe Surrogate’s Court of the County of 
New York has been presented in account- 
ing texts for over fifty years. This manner 
of presentation has given three genera- 
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tions of accounting students the impression 
that this form is appropriate for use by 
executors and administrators throughout 
the United States. An evaluation of the 
form, however, indicates that it does not 
meet requirements common to the major- 
ity of states. A further evaluation of the 
form indicates that it does not pass the 
tests of a good accounting report either. 
Why, then, do not accounting authors 
break with tradition and present usable, 
informative executors reports? 
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ANSWERING EXAMINATION 
QUESTIONS 


ArtHurR D. MAXWELL 
Professor, University of Pennsylvania 


HE results of CPA examinations 
: given in the past show that each year 
the percentage of candidates passing 
the entire examination is relatively low, 
ranging from ten to thirty-five per cent in 
the various states. Examiners have long 
been puzzled by this condition. Is it due to 
insufficient formal education; lack of 
practical experience; inability to express 
oneself; or other causes? Whatever the 
reasons may be, they definitely affect the 
caliber of answers to the examination ques- 
tions submitted by candidates. While the 
best of candidates, under the pressure of 
the examination, will give an occasional 
poor answer, there are entirely too many of 
the type quoted below. These represent 
only a few such answers collected over a 
period of years. 


EXAMPLES OF INADEQUATE ANSWERS 


In a supposed “discussion” of annual 
versus monthly rates for charging overhead 
costs, one candidate came up with this 
gem: ‘The annual overhead rate is the 
average for the twelve months, while the 
monthly rate is for each individual 
month.” Another candidate made this pro- 
found statement: “If the greater volume 
resulted in an increase in direct labor, the 
burden rate should go down, ualess it went 


up. 

A certain question required entries for 
treasury stock transactions. A number of 
candidates debited the treasury stock ac- 
count to record its distribution as a stock 
dividend. Is such an answer due to confu- 
sion or a lack of knowiedge? 

A candidate’s audit program for main- 
tenance shop orders included this state- 


ment: “The limited test with respect to 
repetitive maintenance items may be per- 
formed by a comparative analysis of the 
various charges being made.” Another 
answer to this same audit program ques- 
tion stated: ‘‘The standing order numbers 
for minor repetitive maintenance items will 
entail a more thorough audit and naturally 
the object is to set up complete and thor- 
ough control records. The procedure would 
be verification of all orders in process and 
the time of completion of these mainte- 
nance projects.’”” Comment: What kind of 
an audit program is this? Included in an- 
other answer: “I would confirm all main- 
tenance items by direct correspondence.” 

In answering a question on procedures to 
be followed in investigating a possible 
fraud, another candidate wrote: “I would 
make a tour of the building and closely ex- 
amine his cash disbursements for items 
that could possibly be a payment for rent, 
etc.” Comment: Did he carry the cash 
book with him or was it scattered through- 
out the building? 

In an investigation of a neighborhood 
shoe store, selling on a cash basis, for pos- 
sible fraud against creditors, a candidate 
would “get a list of customers to whom 
shoes were sold in 1952 and ask them to 
state the type of purchase, the price paid 
and the date of payment.”’ Another candi- 
date would confirm accounts receivable by 
correspondence. 

The requirement of one question was to 
criticize the balance sheet of the Useless 
Products Company. A candidate stated 
that his chief criticism was that such a 
name should not be used by a company as 
it might retard its progress. 
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Answering Examination Questions 


As an explanation of the method of de- 
termination and pricing of the opening in- 
ventory of the taxable year for which the 
‘ifo”’ method of inventory valuation is 
first used, a candidate gave the following: 
“Compute the mumber of units on hand at 
the beginning of the period. This is had by 
taking the inventory valuation as used in 
the statement at the end of the preceding 
year.” (Italics supplied.) Another fa- 
vorite answer was: ““The opening inven- 
tory must be valued at a weighted average 
method in the year in which the method is 
adopted.”” The answers did not indicate 
whether market value, cost, or some other 
basis was to be used in computing the 
weighted average or how it was weighted. 

A question on a system of internal con- 
trol included the following statement: “‘To 
facilitate transfer in case of sale, registered 
investment securities are kept in the name 
of the Treasurer.”’ Candidate’s answer: 
“This procedure is improper and should be 
placed in a safe.” 

In his procedure for auditing petty cash 
one candidate said: ‘‘All shortages should 
be supported by vouchers and/or invoices 
properly authorized for payment in cash.” 
Another candidate stated that he would 
“accompany the client’s cashier to the 
bank with the deposit in a sealed safe.” 

Part of an answer to an audit program 
for cash planned to: “Verify cash balances 
in bank by direct correspondence. This 
would be done by personal visit, where 
possible, so that the audit of the bank bal- 
ances is done by the positive method of ac- 
tually counting the cash, by seeing that it 
exists.” Another candidate would: “Check 
the signatures on the canceled checks and 
endorsements to prevent forging company 
officers’ names on the checks and writing 
checks to unauthorized individuals.’ Com- 
ment: How would checking signatures 
prevent anything? The acts would have 
been committed before the audit took 
place. A third candidate would: “Count all 
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securities at the same time as the cash 
count so as to prevent any manipulation of 
the cash accounts from being detected.” 
‘“‘All checks outstanding should be exam- 
ined closely, as it is usually by issuing 
checks at the end of the period that defal- 
cations are sometimes covered.” Also: 
“Those (checks) outstanding should be 
compared with the cash disbursement en- 
tries.” 

An audit program for clearing house ex- 
changes included the following step: ‘‘Ac- 
count for the unissued and test sequence of 
the issued.”’ 

What are your views regarding the “‘lifo” 
method in relation to the proper reflection 
of income? One answer: ‘“‘The ‘lifo’ method 
should be used only in those types of busi- 
ness where it more accurately reflects ac- 
tual values. For example: A grain elevator 
where grain is placed on the top of the pile 
as purchased and taken from the top of the 
pile when sold or used, would be an appro- 
priate place to use the ‘lifo’ method, as it 
reflects the actual situation. In no event, 
where ‘lifo’ does not reflect the true picture 
of inventory flow, as indicated above, and 
resultant facts are distorted, should it be 
used.” 

In the solution to a corporation problem 
a candidate debited surplus and credited 
bonds issued for the sale of bonds by the 
corporation. Another candidate stated, 
“TI would examine every item on the 
books and make sure they are accounted 
for.” 

Question: If, although performing his 
official duties within the taxing state, a 
company’s treasurer resides in another 
state, could the taxing state require him to 
withhold the corporate loans tax? Answer 
given: ‘‘No, as he would have been a non- 
resident and if the state had tried to, he 
could probably have carried out his duties 
across the state line and thumbed his nose 
at the state tax people.’”’ A “professional” 
answer? 
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Question: State two methods of stating 
the asset ‘‘Returnable Containers” on the 
balance sheet of a company. One answer: 
“‘The asset may be shown as a current lia- 
bility.” 

One candidate gave the following an- 
swer: ‘Public warehouse receipts represent 
receipts evidencing ownership which are 
being stored in a public warehouse.” 

Another candidate stated, ‘“Determine 
the amount of income due and accrued, 
check this income to the records and make 
sure all the receipts were deposited.” 

Confirmation of accounts receivable: 
“Positive form requests the debtor to reply 
directly to the auditor and to confirm the 
amount shown on the confirmation as be- 
ing the correct amount owing by the 
debtor.’”” Comment: What does the debtor 
do if the amount is incorrect? According to 
the answer, the debtor would have no 
choice, he would have to say it was correct. 
“Positive confirmation is the return of a 
statement sent out under an independent 
accountant’s name and stationery stating 
positively that the amount submitted is 
actually owed by the debtor.” Some candi- 
dates never put the statements and confir- 
mations in the envelopes but mailed the 
envelopes anyway. Some put in the re- 
turn envelopes after mailing the state- 
ments. 

“Last-in, first-out” is a common ac- 
counting term. In what way is it used and 
what is meant by the term? One answer: 
“Tt is commonly used in an audit of inven- 
tories or cash. I have seen it used both 
ways; the items are checked so that the 
first checked in, will be rechecked last on 
the double count or check.” 

Question: At the time of inventory tak- 
ing, what auditing steps are necessary to 
verify an inventory on hand, not controlled 
by perpetual accounting records, after you 
have satisfied yourself as to the adequacy 
of the company’s procedures for taking the 
physical inventory, tagging or listing of 
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materials, and assembly thereof? An an. 
swer: “Observing the taking of physical in. 
ventory, testing tags, or listings to the ma- 
terials and testing materials to the tags or 
listings. Make sure that all materials are 
tagged or listed and that all tags and list. 
ings are accounted for.” 

“The purpose (of notes to financial 
statements) that all accountants have is to 
give a clear understatement of facts to the 
stockholder. The purpose also relieves the 
accountant of a certain amount of respon- 
sibility regarding inventories and other 
accounts listed thereon.” 

In his audit program for treasury stock 
one candidate said: ‘“The consideration 
paid for the treasury stock must be exam- 
ined to determine if in full accordance with 
the minutes authority.’”” Comment: How 
could the consideration paid be examined 
since the client no longer has the cash or 
the property? 

In stating an exception to a company de- 
ducting a $1,000,000 reserve for possible 
future inventory losses in arriving at net 
income for the year (net income reported 
$3,000,000) a number of candidates wrote: 
“Inventories are unusually large as a result 
of conditions attributable to the national 
defense program and, in view thereof, man- 
agement has deemed it expedient to pro- 
vide a reserve of $1,000,000 for possible 
future inventory losses, which has been de- 
ducted in arriving at net income for the 
year.”’ Comment: Where is the exception? 
This answer merely repeated a footnote to 
the financial statements. Another answer: 
“‘We have taken exception to this generally 
accepted principle of accounting and pro- 
vided for the reserve out of income.” In 
regard to taking exceptions one candidate 
stated: “It is not necessary to clearly state 
an exception—’’. 

Outline the procedure you would adopt 
to verify the securities in the audit of a 
stock broker’s office, a member of a stock 
exchange. Answer: “I would employ com- 
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Answering Examination Questions 639 


petent assistance familiar with the proce- 
dureof brokerage accounting towork on the 
details of the audit and require that the 
result of the work disclose with no element 
of doubt the status of the account.” 

On the calculation of interdependent 
state and federal! income taxes a candidate 
stated: ‘“There is a formula covering these 
applications of taxes drawn up by Mr. —, 
but even he does not understand it. I 
asked him!”’ 

“Note to examiner: I regret that I donot 
have time to complete this problem but I 
set up one journal entry to indicate that 
the question would be worked out to your 
satisfaction provided time would allow.” 
Comment: The journal entry was incor- 
rect. 

Candidates gave the following three an- 
swers concerning foreign exchange: 
“Should I be confronted with problems in 
foreign exchange I would consult a banking 
house or an importing house—and obtain 
their approval of my solution.” 

“As you can probably see from the en- 
tries made, I have never been on an im- 
porting or exporting audit. Had some of 
the terms not been so technical, I probably 
could have worked them out.” 

“These entries require thought and re- 
flection and are not to be answered with 
snap judgment.’”’ Comment: His entries 
were incorrect. 

Included in an outline of the routine for 
a purchasing department was this state- 
ment: “The purchase order is notified as 
completed and the goods received by the 
accounting department to the purchasing 
agent who marks his copy as completed.” 
Many of the candidates failed to send a 
copy of the purchase order to the vendor. 

On a question relating to capital gains, 
a candidate stated that ‘“The basis for gain 
or loss of the 1000 shares of common stock 
which John Parker sold would be that it 
would be treated as a long term capital 
gain.” 


EXAMPLES OF DEFINITIONS SUBMITTED 
BY CANDIDATES 


“Obsolescence is the fact of physical 
equipment becoming superannuated.” 

“Depletion is the shrinkage of property 
in particular industries where the usual in- 
ventory methods are not feasible.” 

“Depletion is computed each period on 
the basis of the ratio of the recovered units 
to the estimated recoverable units.” 

“Depletion is that part, that, when ex- 
tracted from its source, it becomes personal 
property instead of real property.” 

“Depreciation takes full care of the asset 
when its useful life is over.’”” Comment: 
Sort of an F.O.A.B.? 

“Depreciation is that part of a fixed as- 
set that is being charged to operations for 
the period.” Comment: Does this mean the 
number of wheels, cylinders, or other parts 
of a machine being charged to operations? 

“Term, lifo, refers to an entry made at 
the end of the account-period to transfer an 
item temporarily from one account to an- 
other which is transferred back to the orig- 
inal account by a reversing entry at the 
beginning of the next accounting period. It 
means the entry is the last in for the current 
period and first out for the succeeding pe- 
riod.” 

‘Field warehouse receipts can be distin- 
guished from public warehouse receipts in 
the fact of their actual position. A field 
warehouse receipt would refer to goods 
stored in an open field while a public ware- 
house receipt would refer to goods placed 
in an actual public warehouse.” 

“Intangible drilling costs are those costs 
that refer to wasting assets. They are costs 
encountered in drilling and may be capital- 
ized and written off over the life of the 
intangibles.” 

“Intangible drilling costs are costs which 
are apportioned to drilling the origin of 
which are still undetermined and cannot be 
easily distinguished from other costs.” 

“Intangible drilling costs represent in- 
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tangible items entering into the cost of 
drilling wells.” 

“Amortization is the time when an im- 
provement or asset becomes of value until 
it has no value at all.” 

“Depreciation reserve is an estimate of 
the expended useful life of a fixed asset, 
arbitrarily set up, that is usually taken as 
an expense that will offset earnings.”’ 

The CPA examination is for profes- 
sionals, not amateurs, and should be an- 
swered and graded on that basis. The bal- 
ance of this article is presented with the 
hope that it will aid candidates in directing 
their efforts to the best advantage in pre- 
paring for and taking the examination. 


PREPARATION 


Preparation for the examination, in ad- 
dition to basic materials, should include 
the latest authoritative publications on ac- 
counting and taxes, such as the latest pe- 
riodicals and bulletins of the American 
Institute of Accountants, American Ac- 
counting Association, The National Asso- 
ciation of Cost Accountants, the Securities 
and Exchange Commission, The Control- 
lers’ Institute, and The Institute of Inter- 
nal Auditors. As the failure to recognize the 
points involved in a question or problem 
appears to be a common fault, the candi- 
date should train himself to analyze ques- 
tions and determine the points involved. 
He should devote considerable thought 
and effort to developing the ability to give 
clear, concise and logical answers. As 
Peloubet (Journal of Accountancy, Septem- 
ber 1937) put it: “It seems to me that the 
ability to think and reason clearly and to 
perform simple arithmetical and algebraic 
calculations is not too much to require of a 
candidate for the certified public account- 
ant degree.” In a study of the results of the 
New York CPA examinations a few 
years ago it was stated that candidates 
“lacked the ability to analyze and to carry 
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through a set of facts to a logical conely. 
sion.” 

Regardless of the number of accounting 
courses—school or coaching—a candidate 
has had, he must keep striving constantly 
to increase his knowledge and ability. The 
need for doing this is stated very aptly by 
Frank Guffin (An Introduction to Mathe- 
matical Analysis, Houghton Mifflin Co., 
1936): “No subject can be mastered by 
merely receiving instruction, one must 
study it actively himself.’’ 

Classified upon the form of answer re- 
quired, there are two general types of 
questions in CPA examinations: the es- 
say type and the problem type. The follow- 
ing suggestions for developing good an- 
swers have been divided on that basis. The 
first part applies primarily to the essay 
type of questions and the latter part to 
practical problems. 


ESSAY TYPE 


Read the question carefully, then reread it. 
This will help to get the facts in mind and 
to recognize the points involved. A recent 
examination question asked why reports 
prepared by management for internal use 
may differ from those prepared by the 
CPA for the same company, as to the 
same basic information. Many answers em- 
phasized the difference in the uses to which 
the statements might be put, not why they 
may differ as to the same basic information. 
Another question stated clearly that the 
inventory on hand is “not controlled by 
perpetual accounting records,” yet candi- 
dates would “check the physical inventory 
to the book inventory or perpetual inven- 
tory records.” 

The introductory sentence to a question 
in which candidates had to point out erro- 
neous principles, statements, or reasoning, 
read in part: “upon concluding your exam- 
ination and in accordance with your usual 
custom at that time, you reviewed the 
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client’s system of internal control so that 
you would have first-hand knowledge of 
the system in case any questions relating 
thereto were asked by your client.” Only 
six per cent of the candidates read the sen- 
tence carefully enough to realize that the 
review was made after the conclusion of the 
examination and not before starting on it. 

Do not ignore the requirements of the ques- 
tion. Refresh your memory on the require- 
ments as you work on the solution. The 
instructions to a balance sheet question re- 
quired candidates to show clearly the 
bases of assets so that footnotes would not 
be required. Many candidates absolutely 
ignored this requirement and some even 
gave footnotes. If asked to outline an audit 
program for verifying income from loans 
and discounts, do not give a dissertation on 
auditing loans and discounts. Read the re- 
quirements. Stick to the points involved. 
Another question called for an audit pro- 
gram for the audit of parts manufactured 
by the client. Many candidates included in 
their programs the review of the internal 
control over purchases of parts. 

Say what you mean and mean what you 
say. The examiner can grade you only on 
what you have written. One candidate in 
his cash audit procedures would: “Com- 
pare cancelled checks to cash disbursement 
entries, item by item, checking: 1. payee; 
2. date; 3. check number; 4. amount; 
5. endorsements; 6. any other irregulari- 
ties.” Does this mean the first five items 
are irregularities? ‘‘All checks outstanding 
as of December 31 (end of year under 
audit) should be traced to the bank state- 
ment to see if they are cleared.” If they 
are outstanding how could they have been 
cleared? If he meant Jater bank statements 
he should have said so. 

On the subject of depreciation of im- 
provements to leased property a candidate 
wrote: “After the improvements have been 
completed and the actual cost to the tenant 
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determined the cost shall be set up on the 
general books under the caption ‘Cost of 
Leasehold Improvements’ and against this 
cost shall be charged a proportionate 
amount of the life of the lease remaining 
as at the date of the installation of the im- 
provements.” 

“The reference to internal control (we 
have reviewed the system of internal con- 
trol) was deleted in the revised auditor’s 
report for the reason that reliance on in- 
ternal control as an acceptable auditing 
procedure had been given a fair trial and 
had been found to have no merit.” 

“Liabilities of an indeterminate amount 
should definitely be shown in the balance 
sheet if they are of material amount.” 

“Contingent assets such as_ endorse- 
ments and other doubtful happenings may 
be shown as a footnote to the balance sheet. 
The note should say that the company is 
contingently liable for endorsements to 
XYZ Company for some amount stated in 
dollars and cents. This appears to be 
enough information to put anyone reading 
the statement on guard.” 

“One copy of the money received will be 
given to the bookkeeper.” Is he suggesting 
making counterfeit money? 

Definitions. The giving of definitions is a 
hard task requiring exact and precise 
wording, but many persons treat this phase 
of the examinations lightly. The result is 
that credit points are lost because of the 
loose use of words and phrases which do 
not define the term at hand. Do not use 
the same words in the definition as the 
terms being defined, for instance, ‘‘bonds 
are bonds’”’; “collateral bonds are collateral 
bonds”’; “‘standard cost of sales represents 
the cost of goods sold at standard.” 

Avoid generalities. Focus your attention 
on the subject matter of the question being 
answered. If you are supposed to be dis- 
cussing a cost system for a machine shop, 
tie in your principles of cost with the oper- 
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ation of a machine shop, instead of giving a 
general discussion of cost accounting. In 
other words, apply principles and proce- 
dures to the facts and conditions stated in 
the question. 

When asked to outline a cost system do 
not give a detailed list of asset, liability, 
reserve and capital accounts, and the gen- 
eral books. Rather, concentrate on cost ac- 
counts and the cost system. Also, in out- 
lining a cost system, there is a tendency to 
give a long discussion on the purchasing 
and receiving procedures when this is not 
necessary. 

Be as definite as possible. For example, in 
discussing the audit program for a trust de- 
partment, candidates stated they would 
“examine the controlling accounts and 
reconcile them with the subsidiary ledg- 
ers,” but failed to mention anywhere in 
their answers what controlling accounts 
and subsidiary ledgers were involved. 

“Undeposited cash on hand should be 
traced as being deposited to the bank ac- 
count.” He did not indicate that this was 
to be done at a later date. 

Do not say there will be various work in 
process accounts—name them. 

In discussing how selling and adminis- 
trative expenses could be included in the 
cost accumulations one candidate said: 
“The basis of distribution will be depend- 
ent upon the type of expenses and the vari- 
ous factors involved.” Since selling and ad- 
ministrative expenses were the types of 
expenses involved there was no question 
about this. The various factors should have 
been named, discussed, and conclusions 
drawn. 

“These rates would be set up after some 
study.”” He did not say what he would 
study. 

Speaking about sales slips: “These 
would be analyzed daily and proven 
against the sales slips.’ Analyzed for what? 
Proven against themselves? 

“After making any necessary adjust- 
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ments a fairly good standard can be ob. 
tained.”’ He did not name any of the ad. 
justments to be made. 

Give details. Do not be afraid to go into 
detail. Many answers are too meager, too 
sketchy, without logical development. “I 
would test the material costs as shown on 
the job order card.” This tells the examiner 
nothing. What would you test and how? 

A question asked candidates to “de- 
scribe fully a situation.”” Many answers 
consisted of only one sentence such as: “A 
violation of a generally accepted account- 
ing principle.” 

In a cash program audit answer a candi- 
date said he would: “Examine the dupli- 
cate deposit slips in detail for the deposits 
of the last two weeks in 1949. This is to 
prevent kiting.” Examine for what? How? 

“T would test the standing orders. I 
would also test the special orders.’ How do 
you determine the orders to test? What 
would you test them for? 

“T would check the records to see that all 
income is accounted for.”” How? What 
records? What period is to be covered? 

Give reasons and go into the “why” of 
your answer. This is another major weak- 
ness in many answers as submitted by can- 
didates. Although not specifically so 
stated, questions in theory of accounts and 
auditing usually require reasons if the an- 
swers are to be complete. Question 9, 
Theory of Accounts, November 1954 ex- 
amination, required candidates to discuss 
the acceptability of the accounting treat- 
ment of ‘‘Development and experimental 
expense”’ at certain dates, by a particular 
corporation. The answer that the method 
of handling this item is or is not acceptable 
is not sufficient. Why? The question also 
asked for a discussion of the opinion you 
would render: qualified, unqualified, or no 
opinion. Discussion requires you to set 
forth the reasons for your choice. 

Do not attempt to “get by” on short cut 
explanations. For example, in answering a 
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question concerning the objectives of the 
audit of fixed assets a candidate wrote: 
“Make sure that all fixed assets that exist 
are shown and that all fixed assets shown 
exist.” This kind of answer leaves much to 
be desired since it omits such objectives as 
correct original valuation, additions prop- 
erly capitalized, retirements correctly ac- 
counted for, reasonable depreciation 
charges, reserves adequate and not exces- 
sive, and that all property liens are dis- 
closed in the liabilities. 

Repetition. Once you have made a point 
in your answer do not keep harping on it. 
This does not improve your grade. Take 
up other points. 

Auditing questions. Candidates love to 
throw around such words as verify, scru- 
tinize, check, examine, reconcile, trace, 
without indicating that they have any idea 
what the terms mean or what procedures 
are necessary to carry them out. “I would 
examine cancelled checks for four months 
of the year: January, May, September, 
and December.’”’ Why? How? “I would 
check the payrolls for any one month.” 
What does this mean? 

In their answers to auditing questions, 
candidates quite frequently place too 
much emphasis on checking entries in the 
books to ledger accounts and not enough 
emphasis on the more important phases of 
verification. Merely comparing company 
cash book entries with ledger accounts 
would not appear to help determine that 
all cash that was received was accounted 
for. “I would see that the transaction was 
properly recorded.” It may have been 
properly recorded but not properly author- 
ized or incurred. “In examining cancelled 
checks I would watch for date, amount, 
signatures and endorsements.” Why watch 
for these items since all checks usually 
have them? 

Avoid the use of the word “insure” in 
your auditing answers. This seems to be a 
favorite word with candidates. In discuss- 


ing the auditing of treasury stock an an- 
swer stated: ‘“The stock certificates should 
be examined to insure that the company 
has the securities.’”” How does this insure 
such a thing? Is the auditor going to reim- 
burse the client if the so-called treasury 
stock certificates turn out to be phony or 
missing? ‘Proper steps should be taken 
to insure that all petty cash vouchers are 
proper.” How can you insure this if some 
of them turn out to be improper? 

Audit programs. Many audit programs 
submitted by candidates are merely enu- 
merations of some audit steps, without 
logical development and without support- 
ing detail. In cash audit programs, candi- 
dates often begin with an examination of 
the cancelled checks. How could they ex- 
amine the checks when they have not yet 
obtained them from the client? Why not 
arrange an audit program which you would 
develop for a junior, starting with the first 
audit act and following through in detail 
to the last audit procedure? Do not be 
afraid to say exactly what should be done 
at each stage of the audit by the use of 
main points and sub-points, even though 
some of it may seem unnecessary or re- 
dundant to you. The examiner can give 
you credit only for what you have writ- 
ten, and not for what you have left un- 
said. 

Miscellaneous. Explain terms used when 
necessary to let the examiner know you 
understand what you are talking about. 
Example: “The client may use the 
weighted average method of inventorying.” 
What is meant by weighted average? How 
is it determined? The examiner may be 
familiar with this method but what he 
wants to know is whether the examinee 
understands it. The necessity for explain- 
ing terms occurs quite frequently in the 
examination. 

Candidates should learn when to use 
principles and principals. 

Anyone sitting for the examination 
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should know the recommended short- 
form auditor’s report verbatim. 

In questions requiring the outline of a 
system of accounts and records, many 
answers consist only of an enumeration of 
books and accounts. Again this is a lack of 
detail and system. 


PROBLEM TYPE 


The practical problems portion of the 
examination appears to be the most diffi- 
cult for many candidates. Perhaps this is 
because there are so many diverse points 
to be considered in CPA examination 
problems, while in problems previously en- 
countered there were fewer points, all re- 
lating to the particular phase of account- 
ing being studied at that time. The CPA 
problems are, of course, more in line with 
actual practice wherein the accountant 
must consider all angles of the engagement. 
The ability to solve multiple-point prob- 
lems appears to require three qualities: 
recognition, analysis, and sense of relation- 
ship. By recognition is meant the ability 
to recognize the accounting and business 
points involved in a problem and the ac- 
counting principles and techniques to be 
employed in solving these points. By anal- 
ysis is meant the ability to break down 
the problem, or any particular part of the 
problem, into its main points. By sense of 
relationship is meant the ability to relate 
the facts of the problem to the proper ac- 
counts, adjustments, or other accounting 
phases to which they apply, and also the 
ability to see the relationship between 
the various accounts given in a problem. 

Preparations. The preparations for solv- 
ing a problem should include having the 
proper tools on hand—paper, pencils 
(black, red, green), ruler, eraser, and pen 
in good working order (if ink is required 
to be used). The final completed solution 
should be on paper ruled with money col- 
umns. The solutions should be carefully 
set up as to form and the work done neatly 
and in a professional manner. If a columnar 


worksheet is prepared, either as a part of 
the solution or as a preliminary worksheet, 
a key to the adjustments should be given, 
For example: (1) Accrual of interest on 
notes receivable from November 15 to 
December 31, 1955. In solving problems 
under examination conditions avoid the 
use of columnar worksheets if possible, 
since much valuable time is consumed 
copying a trial balance or other data on the 
worksheet, thus delaying the preparation 
of the real solution, usually the financial 
statements. The use of notes in the mar- 
gins of the problem, analyses, schedules 
and summaries in determining adjusted 
amounts usually saves time over the co- 
Jumnar worksheet method. Journal entries 
should have full explanations, including 
computations of depreciation, interest, 
bonuses, etc., if these are not given in 
separate schedules. 

First step. The first step in solving a 
problem is to study the requirements of 
the problem. Is a balance sheet but not 
an income statement required? If so, do 
not waste time with the nominal accounts 
but concentrate on the asset, liability and 
net worth accounts and the facts related 
thereto. While studying the requirements, 
bear in mind the type of business involved, 
such as manufacturing, financial, or public 
utility, and the type of business organiza- 
tion such as sole proprietorship, partner- 
ship, corporation, or trust. 

Second step. Tne next step in the solu- 
tion procedure is to read the problem, 
keeping in mind what is required and the 
type of business. Make brief notes in the 
margins to draw your attention to im- 
portant facts that are not be be overlooked 
in preparing the solution. Reread the prob- 
lem, if necessary. Time spent in clearly 
understanding the problem will be time 
saved in solving the problem. Do not 
jump into solving the problem after the 
first glance at it, because this usually re- 
sults in a discarded solution, a waste of 
time, and a new start after getting more 
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deeply into the problem. While reading 
the problem try to determine the method 
to be followed in its solution. Should 
columnar worksheets, account analyses, 
schedules, journal entries, statements, 
algebraic equations, or annuity formulas 
be used? 

Third step. The third step in solving a 
problem is to proceed with the develop- 
ment of the solution in a logical manner. 
If the problem refers to a particular type 
of business, be sure to adapt the principles 
of accounting to that business, using terms 
common in that business, if you know 
them. If a problem deals with a business 
or phase of accounting which you have not 
covered in courses or experience use your 
imagination and creative ability. Most 
solutions to problems requiring the prep- 
aration of financial statements, or the 
computation of taxes, are questions of 
making proper adjustments: regular ad- 
justments for prepayments, accruals, de- 
preciation, bad debts, etc., and adjust- 
ments for errors of commission and omis- 
sion. The development of the ability to 
perceive quickly just what adjustments 
are required by each problem will go a 
long way toward raising the standard of 
performance in solving practical problems. 

Other suggestions. Do not abbreviate 
very much, preferably not at all, espe- 
cially in statements, the accountant’s re- 
port, letters or any formal writing. It is 
unprofessional looking. 

Label all dollar amounts so that the ex- 
aminer knows what they pertain to. 

Do not make assumptions if you can 
possibly avoid it. Too many assumptions 
are made, especially by those who do not 
appear very sure of what the problem is 
all about. Assumptions may make the 
problem much more difficult than the ex- 
uminers intended. As one examiner ex- 
pressed it: ‘the candidates make assump- 
tions and put back into the problem all 
the ‘bugs’ which the Board had worked so 
hard to eliminate.” 
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Be careful in the use of account titles. If 
the trial balance or financial statements 
are given, adjusting entries for the ac- 
counts therein should show the same ac- 
count titles. If different titles are used, 
then new accounts are being created in- 
stead of the old accounts being adjusted. 
For example: if the trial balance has an 
“Income from Bonds” account and in 
your adjustments you credit “Interest on 
Bonds,” you have not used the correct 
account title. Also, if you begin a solution 
using a certain account title such as Direct 
Labor, do not become careless and change 
the title to Payroll for the same type trans- 
action later in the solution. 

Journal entries mean entries in general 
journal form and not adjustments in col- 
umns in a worksheet. When journal en- 
tries are not required do not submit them 
as your final solution. You may, of course, 
use them for preliminary or worksheet 
purposes. If journal entries are required be 
sure to make them. Some candidates do 
not seem to visualize the effect of their en- 
tries on the accounts already in the books. 
Some queer entries result. Do not make 
entries paying out cash in your adjust- 
ments for balance sheet purposes, set up 
liabilities instead. 

‘“‘To correct, I would reverse the client’s 
entries.” This would correct only if the 
intent was to eliminate the entire effect of 
the original entries. 

It is important to show calculations in 
order to obtain partial credit if your an- 
swer is wrong. The examiner is not a mind 
reader. 

Prepare all financial statements in good 
form with proper headings, classifications, 
bases of valuation of assets, subtotals, 
totals, etc. Careless work is an indication 
of lack of professional fitness. 

Finally, do not spend more time telling 
how you would have solved the problem, 
if you had the time, than it would have 
taken to work out the problem in the first 
place. 
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ABSTRACTS OF DISSERTATIONS 
IN ACCOUNTING 


Collected by 
SIDNEY DAVIDSON 
Director of Research 


presentation of dissertation abstracts 
collected in 1956. Earlier compila- 
tions of abstracts were presented in the 
October 1955, January 1956, and July 
1956 issues of the REVIEW. Present plans 
call for the continuance of publication of 
such dissertation summaries and all those 
completing dissertations are invited to 
send abstracts to the Director of Research. 
Anyone interested in a fuller statement 
of any of these studies should write to the 
author, or to the library of the school where 
the dissertation was presented. 


ACCOUNTING AND CHANGING 
PRICES 


John W. Coughlan 
The John Hopkins University, 1955 


In attempting to deal with price changes 
accountants must distinguish between 
changes in the price séructure and changes 
in the price level. 

Changes in the price structure are 
changes in the prices of specific assets or 
services that do not reflect changes in the 
general level of prices. The price of a 
specific asset might, for example, change 
without any corresponding change in the 
price level. Or the change in its price might 
be more or less than the change in the 
general level of prices. 

LIFO inventory pricing and replace- 
ment-cost depreciation charges, reflecting, 
as they do, changes in the prices of in- 
dividual assets, cannot be used to correct 
accounting statements for distortions aris- 
ing from changes in the over-all purchasing 
power of the dollar. It is even doubtful 
if they are useful expedients for situations 


Tes group of abstracts concludes the 


involving changes in the price structure, 
The usefulness of the concept of capital 
(a physical productive-power concept) 
underlying LIFO and replacement cost 
depreciation is dubious. This physical 
productive-power concept has_ implica- 
tions, hitherto ignored, for all accounts, 
It is non-monetary, and the difficulties 
of imposing it on such an essentially 
monetary process as accounting have 
not been previously explored. The pro- 
ductive-power income statement will, in 
certain circumstances, closely approxi- 
mate the statement of source and applica- 
tion of funds. Since the productive-power 
concept stresses ability to produce regard- 
less of the economic importance of the 
product, it is not useful for financial re- 
porting. 

The implementation of LIFO has 
stripped the balance sheet of much of its 
significance. The primary reason that 
LIFO has had this effect has been that 
accountants, while eager to make the 
income-statement adjustments implied by 
LIFO, have been reluctant to admit the 
underlying departure from cost incurred. 
Rather than make this admission, they 
have put a meaningless figure for inventory 
on the balance sheet so that the total of 
this meaningless figure and the figure for 
cost of goods sold could somehow be 
defended as adhering to cost incurred. A 
similar tendency has occurred for de- 
preciable assets, although it has been 
even more cleverly disguised by such 
techniques as “accelerated amortization” 
and “rapid write-offs.” 

The price structure approach has under- 
gone a subtle but significant metamorpho- 
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sis in recent years. Previously, emphasis 
centered on replacement cost. In a number 
of studies during the last few years, the 
emphasis has shifted to replacement 
requirements. These replacement require- 
ments, while perhaps sound objectives of 
financial policy, have however no real 
relevance to income reporting. 

Distortions resulting from changes in the 
level of prices can be corrected by common- 
dollar, or stabilized, accounting. The 
appropriate index number would measure 
changes in the prices of all goods and 
services. The purchasing-power concept of 
capital underlies these adjustments. Since 
it is in harmony with the usual motives 
for economic activity, it is useful for ac- 
counting purposes. 

Common-dollar accounting involves a 
negation, not of original cost, but of the 
monetary postulate. The difficulties in- 
volved in its implementation have been 
exaggerated. Thus, the often-expressed 
belief that common-dollar accounting re- 
quires a departure from double-entry 
methods proves to be unfounded. Sim- 
ilarly, the complications arising from an 
application of the realization criterion to 
money claims have been most unnecessary. 

A by-product of the investigation has 
been a clarification of the distinction be- 
tween the capital-assets and the con- 
tributed-capital concepts of capital main- 
tenance. For financial reporting, main- 
tenance of capital in the sense of main- 
tenance of contributed capital is found to 
be the more important. 


A STUDY OF THE ACCOUNTING 
PRESENTATIONS WHICH ARE 
ESSENTIAL TO THE EXECU- 
TIVE LEVEL OF MANAGE- 
MENT FOR MAKING 
DECISIONS 


Vito A. Grieco 
University of Pittsburgh, 1956 


This thesis attempts to determine which 
accounting presentations relating to the 


internal control of a manufacturing enter- 
prise are essential to the executive level of 
management for arriving at financial and 
operational decisions. 

Effective accounting presentations re- 
present the device by which top manage- 
ment can reach into every phase of the 
organization and, in many instances, is the 
only device available to management in 
guiding and coordinating all phases of the 
operation. 

The basic data were derived from ques- 
tionnaires received from 192 executives 
representing firms which manufacture 
household appliances and equipment. In 
order to analyze the data, the corpora- 
tions were classified according to three cap- 
italization sizes including: over $1,000,000; 
$1,000 ,000-—$500 ,000; and $500 ,000- 
$100,000. 

Four major accounting categories were 
studied in order to establish which ac- 
counting presentations were essential to 
executives. These categories included: 
General Accounting, Internal Auditing, 
Budgeting, and Cost Accounting. 

All data considered in this thesis were 
classified according to the 1 per cent level 
of significance which has been established. 

The analysis of the data has revealed 
that the accounting personnel of the three 
capitalization groups are not given the 
opportunity to assist top-management as 
they should. Internal auditors do not 
prepare programs which measure the ef- 
fectiveness of company policies and pro- 
cedures, or which appraise performances. 
Budget accountants need to concentrate 
on better methods of forecasting profits. 
Cost accountants confess a weakness in the 
use of the breakeven chart teachnique, and 
a limited knowledge of the use of statistical 
techniques for securing cost accounting 
data. 

Accounting personnel of corporations 
having the largest capitalizations seem to 
be better prepared to assist their execu- 
tives because they are given more op- 
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portunities to attempt ways of keeping 
top-management informed. The medium- 
sized corporations are the most in need of 
improving their accounting personnel so 
that these executives can be provided 
with better accounting services. 

The major conclusions from this study 
indicate that better types of accounting 
presentations are necessary for executive 
use. Essential presentations claimed by 
executives of the three corporate capitali- 
zations groups are as follows: 


1. General Accounting 

a) Statements analyzing and forecasting the 
various types of operating expenses. 

b) The preparation of reports which describe 
extraordinary conditions when first ob- 
served. 

2. Internal Auditing 

a) The preparation of descriptive reports 
which supply data that has been requested 
by the executives. 

b) The preparation of reports which describe 
inadequate internal controls to manage- 
ment. 

3. Budgeting 

a) Presentations which compile short-term 
forecasts. 

b) Reports that use the Profit and Loss and 
Working Capital Methods of Forecasting. 

c) Presentations which relate departmental 
budgets to individual responsibilities. 

4. Cost Accounting 

a) Presentations should show costs analyzed 
with a view toward cost reductions. 

b) Presentations should show accumulation of 
costs for an accounting period. 

c) Presentations should use the Profit Meas- 
urement, Cost Planning, and Control and 
Pricing reasons for accumulating costs. 

d) Reports should project past performances 
into standards of future performance. 


The major recommendations offered by 
executives are as follows: 


1. General Accounting 
a) Statements, analyzing, and forecasting: 
1) capital expenditures 
2) changes in working capital 
b) Reports that break down company per- 
formance according to executive functional 
areas of responsibility. 
2. Internal Auditing 
a) Presentations which suggest improvement 
procedures. 


b) Presentations which coordinate the per- 
formances of the company with its objec- 
tives. 

3. Budgeting 

a) Reports which analyze variances between 
budgetary and actual figures. 

b) Reports which segregate uncontrollable 
and controllable expenses. 

4. Cost Accounting 

a) Presentations which show the determina- 
tion of the turnover of inventories. 

b) Presentations which indicate the regulation 
of costs and expenses with variations in 
volume. 

c) Presentations which illustrate the use of 
the Direct Application, Allocation, and 
Proration Methods of assigning costs. 

d) Presentations which analyze past perfor- 
mances. 

e) Reports which compare manufacturing 
costs over a period of years. 


A STUDY OF THE FUNCTION OF 
THE CORPORATE BALANCE 
SHEET 


Robert Edward Schlosser 
University of Illinois, 1955 


This study was undertaken for the 
purpose of examining the place that the 
balance sheet holds or should hold in 
financial reporting practice and pro- 
cedure. An attempt was made to ascertain 
its function and purpose and to evaluate 
several possible improvements in_ the 
performance of the function of the balance 
sheet. 

“Function” is defined in the thesis as, 
“The natural and proper action of any- 
thing.” In order to establish the natural 
and proper action of the balance sheet, 
three preliminary studies were under- 
taken: 1) The needs of the various users of 
the balance sheet were examined in an 
effort to ascertain who the principal users 
of the balance sheet are. 2) The develop- 
ment of the balance sheet from the ac- 
countant’s point of view was considered 
to determine what the message of the 
balance sheet has been and is. 3) The 
utility of the conventional balance sheet in 
financial statement analysis was studied 
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to see how usable the statement is for that 
se. 

These preliminary studies demonstrated 
that three groups of readers—bankers, 
investment analysts, and financial man- 
agement—are the principal users of the 
corporate balance sheet. Also, that the 
central theme of the balance sheet has 
changed since the inception of the state- 
ment. When the balance sheet was first 
prepared its object was to show wealth 
status. Today, however, assets are listed 
at cost and the various equities are 
classified according to legal precedence. 
This centrol theme is based on partly a 
legal, partly a going concern point of view. 
The third preliminary study shows that 
the conventional balance sheet must be 
adjusted extensively before it is suitable 
for use in financial analysis. 

Based on the background of the three 
preliminary studies, it is concluded that 
the balance sheet performs its function if 
itis an interpretative financial statement 
with an established reportable area of 
data designed to convey to the reader a 
central theme or message. Its purpose is to 
present the appropriate reportable area of 
data in such a way as to express the 
message usefully and permit the area of 
data to be studied and analyzed. The con- 
clusion is also reached that, although the 
balance sheet does perform its function, 
it may be possible to improve the per- 
formance of this function. 

Several possibilities are examined and 
two were selected as valid improvements in 
the function of the balance sheet. The 
first suggests a change in the approach to 
report preparation, abandoning the con- 
ventional, partly legal, partly going con- 
cern viewpoint in favor of one which em- 
braces completely the going concern con- 
cept. Secondly, uniform terminology 
should be developed commensurate with 
the going concern concept. These two 
Suggestions will improve the performance 
of the function of the balance sheet in that 
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the reportable area of data covered by the 
balance sheet will be more definitive, the 
balance sheet will be a more interpretive 
presentation of the data covered, the two 
suggested changes will establish a definite 
central theme or message for the state- 
ment, and the resulting balance sheet will 
be more useful. 


A SUMMARY AND EVALUATION OF 
SELECTED TERMS OF VARI- 
ABLE USAGE IN FINANCIAL 

ACCOUNTING 


Frank A. Singer 
Indiana University, 1955 


The purpose of the accounting function 
is to furnish information. One of the 
paramount concerns of accounting, there- 
fore, is good reporting. The successful 
communication which is the essence of 
good reporting is hampered by inexact . 
language. This study examines thirty- 
one words or phrases used by accountants 
with the intent of evaluating the usage 
accorded them from the point of view of 
good communication. Because they were 
selected with some care, nearly every term 
studied was found to have either several 
meanings or connotations or a large 
number of synonyms for its single meaning. 
The one or two exceptions are reported for 
completeness as are the number of occa- 
sions when a term was found to be used 
without its intended meaning being indi- 
cated. 

The usages referred to are those in text- 
books in accounting currently published 
on October 15, 1954 and those appearing 
in the important periodical literature of 
accounting from 1930 until the aforemen- 
tioned October 15. Thus, the meanings 
reported for the terms—and the variabil- 
ity of usage—are those given by specialists 
(not laymen) and are meanings which 
have appeared in respected accounting 
publications. 

Each of the terms is reported separately. 
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A quoted definition which is typical of each 
essentially different meaning found for a 
term is given, together with the number 
of times that usage occurred. The terms 
studied are listed below and each one is 
followed by the number (in parentheses) 
of different meanings found for that term 
except, as indicated, where the number of 
synonyms for the same idea is indicated. 


. Amortization (5) 

. Assets (7) 

. Book value (3) 

. Burden (5), also 13 synonyms 

. Capital (5) 

. “Clean Surplus” (2) 

. Cost (5) 

. Current assets (8) 

. Current liabilities (6) 

10. Depreciation (5) 

11. Direct materials (3) 

12. Expense (7) 

13. Fixed Assets (5) 

14. Going concern (1 definition, but 4 kinds of 
“going concern value.”’) 

15. Gross income (5) 

16. Gross profit (1) 

17. Income (9) 

18. Interest on investment (2) 

19. Last-in, first-out (4) 

20. Lower of cost or market (4) 

21. Net worth (3), also 18 synonyms 

22. Profit (4) 

23. Purchases discount (3) 

24. Realization (4) 

25. Replacement cost (3) 

26. Revenue (5) 

27. Surplus (3) 

28. Exrned Surplus (3) 

29. Paid in Surplus (4) 

30. Treasury stock (2) 

31. Working capital (3) 


WH 


The material which has been gathered is 
analyzed to determine whether there is 
variable usage and, if so, the extent of the 
variations. Where variations exist, an 
effort has been made to consider all pos- 
sible implications as to various theoretical 
viewpoints, practical or technical differ- 
ences, significance to interested parties, 
and effect on financial reports. Each term, 


then, is a separate problem and the 
implications vary in number and in- 
portance. Where there are clashing opin- 
ions an effort has been made to present 
each point of view. In addition the author 
has presented a recommendation for 
minimizing the communicative difficulties 
arising from the variable usage which was 
discovered. As criteria with which the 
recommendations are believed to be gen- 
erally consistent, the following are pre- 
sented: 

1. There is primarily a concern with 
communication among accountants and 
others equally qualified to comprehend the 
technical usage. 

2. There is concern with promoting 
usage which provides clarity of understand- 
ing and there is no other concern such as 
etymological propriety. 

3. The recommended changes are mini- 
mum changes; so that, without suggesting 
that the recommendations will be adopted, 
it is possible to say that they could be 
followed while doing the least possible 
violence to the present situation which is 
consistent with the accomplishment of 
the improvements sought. 

Space limitations, here, do not afford 
room for an indication of even a recom- 
mendation with respect to each term; but, 
in any case, the recommendation would be 
largely meaningless alone. There are, 
however, a few generalizations to which 
the entire study leads: 

1. There is substantial and significant 
variation within the terms studied. 

2. An important part of the variation is 
due to the shift of theory from a “balance- 
sheet point of view” to one which empha- 
sizes income determination. New defini- 
tions have been fashioned but old ones 
have not been abandoned. 

3. Improved communication requires a 
standard terminology. 

4. Standardization of terminology need 


not 
| achie 
| eral 
A. 
B. 
5. 
been 
repo 
The 
4 solu’ 
the « 
| prof 
Agr 
prot 


Abstracts of Dissertations in Accounting 651 


not be completely arbitrary. It can be 
achieved logically by accepting two gen- 
eral standards of reference. They are: 

A. The income-determination objective of ac- 
counting. Eliminate any definitions incon- 
sistent with it. 

B. Internal consistency. When a large number 
of terms are considered together the making 
of a few important decisions concerning key 
terms eliminates all but a single possible 
solution in the case of other terms. 


5. Too much emphasis has probably 
been given to the objective of making 
reports understandable to true “laymen.” 
The matter is difficult for specialists. The 
solution for the layman’s occasional need is 
the employment of a specialist to give him 
a personal interpretation. 

To improve communication within the 
profession, standardization is needed. 
Agreement on standard terminology is 
probably more important than selection of 
absolutely the “best” definition available. 


Unfortunately standardization requires 
the existence of an authority and that is 
lacking. The nearest approach to this 
authority is the Securities and Exchange 
Commission which could, presumably, for 
reports submitted to it, establish a stan- 
dard terminology. It has, however, made 
virtually no effort to do so. Any real hope 
of improvement, then, seems to depend 
upon an acceptance generally of recom- 
mendations such as are made by com- 
mittees of the American Accounting 
Association and the American Institute 
of Accountants. Their efforts should be 
encouraged and expanded. If general 
acceptance must be relied upon—and it 
appears that it must—it becomes in- 
creasingly important that the specialists 
become fully aware of the difficulties, that 
recommendations be made, and that the 
“best” recommendation possible be 
offered. 
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THE TEACHERS’ CLINIC 


A. B. Carson 


Eprtor’s Note: This section of Taz ACCOUNTING REVIEW is devoted to matters of particular interest to account- 
ing instructors. The contribution of articles bearing on the nature and purpose of various types of accounti 
education, or dealing with techniques of accounting instruction is invited. Address all correspondence to AB, 
Carson, School of Business Administration, University of California, Los Angeles 24, California. 


CONTINUITY IN CONSOLIDATED STATEMENTS 


Harry SIMONS 
University of California, Los Angeles 


One of the most difficult matters to 
present satisfactorily in the classroom is 
the preparation of consolidated statements 
for a parent company and its subsidiaries. 
Ordinarily, the subject of consolidations is 
first introduced by a consideration of the 
problems relating to the preparation of the 
consolidated balance sheet. Here, atten- 
tion is focused upon financial position as of 
a single given date, and concepts of con- 
solidation as well as the techniques in- 
volved in this process are readily under- 
stood. In moving on to a consideration of 
the problems relating to the development 
of the consolidated income statement to- 
gether with the balance sheet, attention is 
directed to consolidated progress as well 
as consolidated status. Consolidation must 
now be applied to both profit and loss and 
balance sheet elements with the profit and 
loss analysis offering support for the 
emerging balance sheet position. In this 
area, one is faced with matters that call 
for keen analysis together with a high 
degree of accounting maturity. 

From the very beginning of the study 
of the consolidated process there must be a 
full and constant awareness of the need 
for a continuity in consolidated statements 
in successive periods that parallels the 
continuity found in separate company 
reports prepared in successive periods. 
Consolidated statements for any one 
period represent the product of the pre- 
vious consolidated balance sheet and 
transactions of the current period; the 


consolidated balance sheet prepared at the 
end of the current period is the starting 
point for the financial story to be devel- 
oped for the succeeding period. 

The procedures that follow are suggested 
for the classroom presentation of con- 
solidated statements. 

(1) The principles and procedures for 
the development of the consolidated 
balance sheet and related income state- 
ments should be introduced in the study of 
home office and branch relationships. In 
this study, statement “‘consolidation”’ is a 
simple and readily comprehended matter. 
With a branch “investment” balance that 
is equal to the “proprietorship” balance of 
the affiliated unit, there is no need for the 
consideration and establishment of con- 
solidation goodwill or surplus. With 
complete ownership of the affiliated unit, 
there is no need for the recognition of an 
outside “minority” interest in developing 
statements of progress and position. Work- 
ing papers should be introduced to facili- 
tate the consolidation process. Such work- 
ing papers should be simple in design, 
providing for the evident needs for the 
elimination of duplicating data and the 
combination of other relevant data. Work- 
ing papers employed as no more than a 
methodical and controlling means for 
achieving fully envisioned objectives can 
be easily comprehended. No special con- 
tinuity problem in encountered in the 
construction of statements; combined in- 
come and dividend data affording ready 
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reconciliation of beginning and ending 
capital balances. 

(2) With the principles and procedures 
for consolidation already introduced and 
well understood as a result of the home 
office-branch study, it is now necessary to 
indicate those differences that are found 
in the parent-subsidiary relationship. A 
careful analysis of such differences will 
suggest the modifications that are neces- 
sary in the consolidation process as previ- 
ou*'y employed. It should be emphasized 
that modifications require expression in a 
manner that will preserve statement con- 
tinuity in successive periods. 

The concept of consolidated statements 
for a parent and its related subsidiary as 
periodic expressions of a single consolidated 
entity can best be developed in the class- 
room by means of an example of parent- 
subsidiary relationships covering two or 
more periods. In the development of con- 
solidated statements for two or nore 
periods, the minority interest balance re- 
ported on the consolidated balance sheet 
can be demonstrated to be the minority 
interest balance as reported on the con- 
solidated balance sheet prepared at the 
end of the preceding period increased by 
that portion of the consolidated income 
accruing to the minority interest and 
reduced by dividends declared or paid on 
minority share holdings for the past period. 
The consolidated earned surplus balance 
reported on the consolidated balance sheet, 
in turn, can be demonstrated to be the 
consolidated earned surplus balance as of 
the end of the preceding period increased 
by that portion of the consolidated income 
accruing to the parent and reduced by 
dividends on parent company stock for the 
past period. 

Certain transactions between a parent 
and its subsidiaries affect operating and 
position data for successive periods. Such 
transactions must be carefully analyzed in 


terms of the consolidation objectives so 
that they may be reflected in a manner that 
will secure satisfactory continuity in 
successive statements. Transactions of this 
kind include transfers of merchandise be- 
tween affiliates, the sale of depreciable 
assets by one company to another, and the 
investment by one unit in the bonds issued 
by another. 

An illustration such as follows may be 
employed in developing an appreciation 
of the consolidation process with special 
emphasis on the continuity that must be 
found in successive statements. The follow- 
ing features are incorporated in the illus- 
tration: 

(1) A consolidated balance sheet is 
prepared for a parent company and its 
subsidiary at the beginning of such rela- 
tionship. Transactions of the affiliated 
companies are summarized for each of the 
next three years and consolidated reports 
are developed at the end of each year. 

(2) Working papers are designed in 
expression of the fundamental logic and 
objectives of the consolidation process. 
Elimination and combination as well as 
the reconciliation of beginning and ending 
minority interest and capital elements can 
be fully and comprehensively envisioned. 

(3) Special problems are introduced one 
at a time. Attention can then be focused on 
each problem and the effects of such prob- 
lem on the consolidation process can be 
easily identified. 


I 


CONSOLIDATED BALANCE SHEET AT 
DATE OF PARENT COMPANY ACQUISI- 
TION OF CONTROLLING INTEREST 


Assume the acquisition of Co. P of an 
80% interest in the stock of Co. S on Jan- 
uary 2, 1953. Balance sheet data for the 
parent and subsidiary companies immedi- 
ately after acquisition of control are as 
follows: 
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Investment in Stock of Co. S (80%) 
Merchandise Inventory 
Other Assets 
Capital Stock 
Earned Surplus 


A consolidated balance sheet for Co. P 
and its subsiddiary Co. S is prepared as of 
the date of stock acquisition. Working 
papers for the consolidated balance sheet 
may be constructed as shown below 
(Exhibit I). The consolidated balance sheet 
follows the working papers. 


Exhibit I 
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Co. P 
Dr. Cr. Dr. Cr. 

$100,000 
er 60,000 $ 40,000 
165,000 110,000 
$ 75,000 $ 30,000 
2007000 100; 

20,000 


$325,000 $325,000 $150,000 $150,000 


II 


CONSOLIDATED STATEMENTS AT END OF 
FIRST YEAR OF AFFILIATION 


During 1953 sales of merchandise by Co. 
P to Co. S totalled $100,000. Sales were 
made at a 25% gross profit. At the end of 


Co. P 
Working Papers for Consolidated Balance Sheet 


January 2, 1953 


Eliminations Consolidated 
Balance Sheet 
Co. P Co. S Dr. Cr. Dr. Cr. 
Investment in Stock of Co. S.......... $100,000 
Elim. 80% of Co. S capital on date of 
Merchandise Inventory.............. ,000 $ 40,000 100,000 
$325,000 $150,000 
$ 75,000 $ 30,000 $105 ,000 
Capital Stock, Co. P..............05- 200 ,000 200 ,000 
Earned Surplus, Co. P, 1/2/53 50,000 50,000 
(a) $80,000 
Minority Interest, 20%............ 20,000 
Earned Surplus, Co. S, 1/2/53........ 20 ,000 
Minority Interest, 20%............ 4,000 
$325,000 $150,000 $96 ,000 $96,000 $379,000 $379,000 
Co, P 
Consolidated Balance Sheet 
January 2, 1953 
50,000 


« 
| 
$379,000 $379,000 
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Co. P 
Consolidated Balance Sheet 
December 31, 1953 
105,000 
$515,000 $515,000 
Co. P 
Consolidated Income Statement 
For Year Ended December 31, 1953 
Cost of Goods Sold: 


Co. 
Analysis of Changes in Minority Interest 
For Year Ended December 31, 1953 
Minority Interest, January 2, 1953 (per consolidated balance sheet on this date).................. $ 24,000 
Add: Increase per consolidated income statement for 6,000 
Minority Interest, December 31, 1953 (per consolidated balance sheet on this date)................ $ 30,000 
Co. P 
Analysis of Changes in Consolidated Earned Sur plus 
for Year Ended December 31, 1953 
Earned Surplus, January 2, 1953 (per consolidated balance sheet on this date).................... $ 50,000 
Add: Increase per consolidated income statement for 1953..... 70,000 
$120,000 
Earned Surplus, December 31, 1953 (per consolidated balance sheet on this date).................. $105 ,000 


1953 goods acquired at $16,000 from Co. P 
are unsold and are included in the inven- 
tory of Co. S. Adjusted trial balances for 
Co. P and Co. S at the end of 1953 appear 
in the first two columns of the working 
papers (Exhibit II). Eliminations are 
made in a second pair of columns and 
combined balances are then extended to 
appropriate profit and loss and balance 
sheet columns. Consolidated statements 
are prepared from the working papers.! 


The following observations may be 
made: For 1953 the net income figures for 
the separate companies Co. P and Co. S 
are $50,000 and $30,000 respectively. 
When the companies are viewed as a single 


* It is assumed in this example and those that follow 
that the investment in the subsidiary company is carried 
at cost. When the equity method for carrying invest- 
ments is employed, eliminations would be made con- 
sistent with equity method requirements. Summaries 
and consolidated statements would be the same as those 
developed when the cost method is used. 
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unit the consolidated net income is deter- $100,000 at 95. Bonds provide for interest 
mined to be $76,000. The consolidated in- at 5% and are due in 10 years. Co. P 
come may be reconciled with the sum of acquired one-half of the bond issue directly 
the separate net income figures as follows: from Co. S at 95. Adjusted trial balances 
for Co. P and Co. S at the end of 1954 

Deduct: Profit on inventory sold by Co. P to appear in the first two columns of the 
hands of Co.S at theend 990 Working papers (Exhibit III). Eliminations 
are made and combined balances are then 
extended to appropriate profit and loss 
and balance sheet columns. Consolidated 


Combined income of separate companies... $80,000 


38 


1s! ss 


ISilssiss 


The net income related to Co. S’s separate 
activities is $30,000 and 20% of this 
amount or $6,000 is identified with the 
minority interest; the balance of the con- 
solidated income, $76,000 less $6,000, or 
$70,000, is identified with the parent and 
raises consolidated earned surplus. The 
special columns for minority interest and 
earned surplus set forth clearly the changes 
in these equities. Special summaries rec- 


statements follow the working papers. 
The following observations may be 


made: For 1954 the separate net income 


figures for Co. P and Co. S are$ 65,000 and 


$40,000 respectively. When the companies 


are viewed as a single unit the consolidated 
net income is $97,000. The consolidated 
net income may be reconciled with the sum 
of the separate net income figures as 
follows: 


Add: Profit on inventory sold by Co. P to Co. S and in hands of Co. S at the end of 1953, profit 
unrealized in 1953 but realized in 1954 as a result of sale of goods to outsiders.. ...... $4,000 
Depreciation on fixed asset value in excess of cost, 10% of $5,000...................... 500 4,500 
$109, 500 
Deduct: Profit on inventory sold by Co. P to Co. S and in hands of Co. S at the end of 1954.. $7,500 
Gain On by Go. P to Ca. S 5,000 12,500 


onciling beginning and ending minority 
interest and consolidated earned surplus 
balances are developed directly from the 
working papers. 


Ill 


CONSOLIDATED STATEMENTS AT END OF 
SECOND YEAR OF AFFILIATION 


During 1954 sales of merchandise by 
Co. P to Co. S were $120,000. Sales were 
made at a 25% gross profit. At the end of 
1954 goods of $30,000 are unsold and in- 
cluded in the inventory of Co. S. At the 
beginning of 1954 Co. P sold to Co. S cer- 
tain fixed assets with a cost of $20,000 for 
$25,000. Depreciation is recognized by the 
subsidiary on these assets at 10% per year. 
At the end of 1954 Co. S issued bonds of 


The net income related to Co. S’s separate 
activities is $40,000 and 20% of this 
amount or $8,000 is identified with the 
minority interest; the balance of the 
consolidated income, $97,000 less $8,000, 
or $89,000, is identified with the parent 
and raises consolidated earned surplus. 
It may be noted that while depreciation 
is recognized on fixed assets in terms of 
parent company cost in arriving at total 
consolidated come, depreciation is 
recognized in s of fixed asset cost to 


the subsidiary .ompany in calculating 
subsidiary company net income and the 
share of this balance accruing to the 
minority interest; when the minority in- 
terest’s share in net income as calculated 
above is substracted from the total 
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Co. P 
Consolidated Balance Sheet 
December 31, 1954 
$654, 500 $654, 500 
Ca: 
Consolidated Income Statement 
For Year Ended December 31, 1954 
Cost of Goods Sold: 
Co. P 
Analysis of Changes in Minority Interest 
For Year Ended December 31, 1954 
Minority Interest, January 1, 1954 (per consolidated balance sheet on this date).................. $ 30,000 
Add: Increase per consolidated income statement for 1954. 8,000 
Minority Interest, December 31, 1954 (per consolidated balance sheet on this date)................ $ 38,000 
Co. P 
Analysis of Changes in Consolidated Earned Surplus 
For Year Ended December 31, 1954 
Earned Surplus, January 1, 1954 (per consolidated balance sheet on this date).................... $105 ,000 
Add: Increase per consolidated income statement for 89 ,000 
$199 ,000 
Earned Surplus, December 31, 1954 (per consolidated balance sheet on this date).................. $154,000 
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$638,000 $638,000 


$260,000 


$260,000 


160,000 


$48 ,000 $48,000 


December 31, 1954 
erchandise Inventory ............. $144,000 | Bonds $ 50,000 
Less Allow. for Dep.......... 4,000 200 , 000 
Discount on Bonds Payable 2,250 
$634,000 ,000 
Co. P 


Consolidated Balance Sheet 
For Year Ended December 31, 1955 


Cost of Goods Sold: 

$ 118,750 
Co. P 
Analysis of Changes in Minority Interest 
For Year Ended December 31, 1955 
Minority Interest, January 1, 1955 (per consolidated balance sheet on this date) ............... $ 38,000 
Add: Interest per consolidated income statement for 1955. 10,000 
$ 48, 
Deduct: Dividends paid during year to minority 4,000 
Minority Interest, December 31, 1955 (per consolidated balance sheet on this date)................ $ 44,000 
Co. P 
Analysis of Changes in Consolidated Earned Sur plus 
For Year Ended December 31, 1955 
Earned Surplus, January 1, 1955 (per consolidated balance sheet on this date).................... $154,000 
Add: Increase per consolidated income statement for 106,000 
$260,000 

Earned Surplus, December 31, 1955 (per consolidated balance sheet on this date).................. $160,000 


* (a) To cancel reciprocal elements in parent company investment balance and subsidiary 
capital balances as of the date of subsidiary acquisition, $96,000. 

(b) To cancel intercompany merchandise transfers for the year, $110,000. 7 

(c) To reduce the merchandise acquired by Co. S from Co. P but included in inventory at 
the end of the preceding year at $30,000 to its original cost to Co. P of $22,500. 

(d) To reduce the merchandise acquired by Co. S from Co. P included in the inventory at 
the end of the current year at $24,000 to its original cost of $18,000. 

(e) To reduce the fixed assets acquired by Co. S from Co. P and reported at book value at the 
end of the preceding year at $22,500 to their book value at original cost of $18,000. The 
cancellation of the gain on transfer of $5,000 and the cancellation of depreciation of $500 
in the prior year served to reduce net income and hence consolidated earned surplus 
$4,500; the reduction in the asset book value at this point, then, is accompanied by a 
charge to beginning earned surplus.) : 

(f) To reduce the charge for depreciation and the allowance for eciation on the fixed 
asset acquired by Co. S from Co. P from 10% of $25,000 or $2,500, depreciation on 
the asset sales price, to 10% of $20,000, or $2,000, iation on asset cost. 

(g) To cancel intercompany bondholdings, $50,000, and bond discount relating thereto, 
$2,500, as of the end of the preceding year. 

(h) To cancel intercompany interest payments of $2,500 together with amortization of bond 
discount by Co. S and accumulation of bond discount by Co. P on intercompany bonds, 


$250. 
(i) To cancel intercompany dividend payments, 


Co. P 
Consolidated Balance Sheet 
| 
| 
| 
| 
| 
| 
. 
@ 
f 
a, 
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consolidated income, the income accruing 
to the parent company includes a gain 
emerging from the absorption by the 
minority interest of a portion of the profit 


Combined income of separate companies 


The Accounting Review 


as a single unit the consolidated net income 
is $116,000. The consolidated net incomes 
reconciled with the sum of the separate net 
income figures as follows: 


Add: Profit on inventory sold by Co. P to Co. S and in hands of Co. S at the end of 1954, profit 


unrealized in 1954 but realized in 1955 as a result of sale of goods to outsiders 
Depreciation on fixed asset value in excess of cost, 10% of $5,000 


Deduct: Profit on inventory sold by Co. P to Co. S and in hands of Co. S at the end of 1955 
Distribution of earnings by Co. S recognized as dividend income by Co. P 


Consolidated Income 


made by the parent on the fixed asset 
transfer. 


IV 


CONSOLIDATED STATEMENTS AT END OF 
THIRD YEAR OF AFFILIATION 


During 1955 sales of merchandise by 
Co. P to Co. S were $110,000. Sales were 
made at a 25% gross profit. At the end of 
the year goods of $24,000 are unsold and in 
the hands of the subsidiary company. Co. S 
continued to use fixed assets acquired from 
Co. P at the beginning of 1954. Co. P 
continued to hold bonds of Co. S acquired 
at the end of 1954. Entries were properly 
made in 1955 by Co. S and Co. P for bond 
discount amortization and accumulation. 
Both the subsidiary company and parent 
company paid dividends during the year. 
Adjusted trial balances for Co. P and Co. 
S appear in the first two columns of the 
working papers (Exhibit IV). Eliminations 
follow trial balance data, and combined 
balances are then extended to profit and 
loss and balance sheet columns. Con- 
solidated statements follow the working 
papers. 

The following observations may be 
made: For 1955 the separate net income 
figures for the companies are: Co. P, 
$80,000 (including recognition of dividend 
income of $16,000 from Co. S$); Co. S, 
$50,000. When the companies are viewed 


$116,000 

The net income of Co. S’s separate ac- 
tivities is $50,000 and 20% of this amount, 
or $10,000, is recognized as an increase in 
the minority interest; the balance of the 
consolidated income, $116,000 less $10,000, 
or $106,000, is identified with the parent 
and raises consolidated earned surplus. As 
in the previous year, this balance includes 
the gain emerging from the absorption by 
the minority interest of a portion of the 
profit made by the parent on the fixed asset 
transfer. 


SUMMARY 


In the area of consolidated statements, 
as perhaps in no other, there is the danger 
that the student will place full reliance 
upon working papers, elimination pat- 
terns, and technical procedures as demon- 
strated in the classroom and textbook in 
achieving a set of answers. If the student 
simply applies mechanical techniques, 
without thinking of the consolidation 
framework set by the past or the frame- 
work to be provided for the future, he will 
be unable to offer any theoretical support 
for his conclusions and will not possess any 
real confidence in them. Even worse, if the 
student leaves the matter at this stage, he 
may feel that certain areas in accounting 
are beyond his grasp, and may thus devel- 
op a basic insecurity. The possibility of 
any such insecurity can be avoided by the 
careful presentation of this subject matter. 
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The Teachers’ Clinic 
MIXED MEANINGS: AN ADDED RESPONSIBILITY FOR 
ACCOUNTING TEACHERS 


FRANK A. SINGER 
University of Massachusetts 


The problem posed by the existence of 
numerous and significant vairations in 
the meanings attached to many familar 
accounting terms is serious and frequently 
fails to receive adequate recognition. This 
can have undesirable consequences for the 
members of the accounting profession and 
the users of accounting reports. Teachers 
of accounting, especially, need to be aware 
of the dangers of these mixed meanings; 
they must continually warn their students 
of the danger of misunderstanding and 
confusion. 

The purpose of accounting is to furnish 
information. One of the paramount con- 
cerns of accounting, therefore, is good 
reporting. The best job of collection, 
organization, and interpretation is wasted 
unless the results are communicated 
successfully. One of the major obstacles to 
successful communication is the fact that 
many of the terms regularly used by 
accountants have two or more meanings or 
connotations, as well as the fact that there 
are many cases where a single idea is 
described by different terms. Each in- 
instance of variable usage is an obstacle to 
successful communication—an invitation 
to misunderstanding. 

The paragraphs that follow provide a 
selection of outstanding examples of 
variations in meaning of fairly common 
terms used in business and accounting. 
Before considering these terms, however, it 
should be stated that the major problem is 
that of communication between account- 
ants and other persons technically quali- 
fied to interpret reports. Misunderstand- 
ing by laymen of the implications of 
ordinary words that have technical mean- 
ings in accounting is another matter. It is 


entirely possible that too much optimism 
has characterized efforts to acquaint lay- 
men with technical information by means 
of a single written report. These people 
should be encouraged, instead, to seek pro- 
fessional aid if they have need. The present 
concern is over the difficulties that even 
specialists encounter. Students—would- 
be specialists—must be impressed with the 
semantics problem involved. 

A recent study’ of current textbooks and 
of periodical literature in the field has un- 
covered a really surprising degree of vari- 
ability. Consider the marked contrast of 
these typical definitions for each of a few 
important accounting terms. 


ASSET(S) 

i. “An asset is anything of value owned by the 
business.’ 

ii. “Costs not recognized as expenses of a period 
are deferred to the future as assets. .. . From 
the income statement point of view, the bal- 
ance sheet merely carries deferred costs for- 
ward to future periods.’ 

iii. “An asset is a storage of service, or anything 
that renders or is capable of rendering a 
service to the enterprise.’ 


In addition to the above, four other 
distinguishable definitions of the word 
“asset” were discovered. 


CAPITAL 


i. “The word Capital has the same significance 
as proprietorship, referring to the amount of 


1 Singer, F. A., A Summary and Evaluation of Se- 
lected Terms of Variable Usage in Financial Accounting, 
unpublished doctoral dissertation, Indiana University 
(Bloomington, Ind., 1955). 

2 The Editorial Staff, Charles R. Hadley Co., Execu- 
tive Accounting (New York, McGraw Hill Book Co., 
Inc., 2. 

3 A. W. Holmes and H. A. Meier, Intermediate Ac- 
counting (Rev. Ed., Homewood, Ill., Richard D. Irwin, 
Inc., 1954), p. 244. 

4A. C. Kelley, “Terminology of the Balance-sheet,” 
The Journal of Accountancy, December, 1941, p. 511. 
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the business assets which belongs to the 

owner.’’6 

ii. “Business capital, or business assets, the two 
being synonymous, consists of all material 
goods, claims, and property rights applied to 
the business project.’ 

iii. ‘Capital is the present advantage of a right 
to receive an expected economic benefit. 
“This definition thus asserts that: 

1. Capital exists in the present, which is 
represented by whatever instant as of 
which the capital is the subject of attention. 

2. Capital manifests itself differently from 
time to time by a utility or favoring cir- 
cumstance or value—i.e., an ‘advantage.’ 

3. The cause of the advantage is a claim or 
title or interest—i.e., a ‘right.’ 

4. The right is one to have or obtain or ac- 
quire—i.e., ‘receive’-—something that is 
expected to come or flow in during the im- 
mediate or distant future, or in both. 

5. The future receipt or acquisition can be 
only anticipated or ‘expected’ inasmuch as 
every future event, regardless of how prob- 
able, must be somewhat uncertain. 

6. The thing that is to flow in, or be received, 
is an economic enhancement or ‘benefit’ 
which, of course, is one that possesses 
utility for the recipient, one that is appro- 
priable, and one that is too limited in quan- 
tity to be able to satisfy all the desires for 
it.”"7 


Two additional definitions were found 
in the literature. 


COST 


i. “The word cost, in an accounting sense, can- 
not be defined unconditionally, Cost becomes 
an individual formula in each business enter- 


prise.’’® 
ii. “The cost of anything is what one gives up— 
usually money—in order to get it,... .’® 


®R. R. Milroy and G. L. Carmichael, Introduction 
to eae (Chicago, Houghton, Mifflin Co., 1949), 


p. 511. 

*R. H. Robnett, T. M. Hill, and J. A. Beckett, 
Accounting—A Management A pproach, (Chicago, Rich- 
ard D. Irwin, Inc., 1951), p. 16. 

7H. W. Sweeney, “Capital,” THe AccounTING RE- 
VIEW, September, 1933, p. 185, 

®C. L. Van Sickle, Cost Accounti: 


An dale 


5. 


k, Harper and 


and Procedures, (2nd. Ed., New Yor 
Brotners, 1947), p. 4. 

*E. S. Freeman, “Long-life Assets, When to Buy 
and How to Account for Them,” N.A.C.A. Bulletin, 
October 15, 1936, p. 190. 
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iii. “‘ . . . cost is customarily defined as the mar. 
ket value at the date of acquisition.’’! 


Two other distinguishable definitions 
were found. 


DEPRECIATION 


i. “Depreciation is a term used to describe a 
systematic amortization of cost over useful 
life without regard to value during that life." 

ii. “Depreciation is generally defined as the logs 
in value of a fixed asset due to wear and tear, 
deterioration, and obsolescence.” 

iii. “In their broadest significance, depreciation 
and depletion are means of reserving out of 
earnings amounts sufficient to keep intact the 
capital invested in wasting property assets, 
so that, when it becomes necessary to replace 
the property in order to continue business, 
additional capital will not have to be invested 
for that purpose. This is subject, of course, 
to the fact that the cost of replacement may 
be more or less than the original cost,.... 
In the present discussion the function of de- 
preciation will be the means of preserving the 
original capital, disregarding any difference 
there may be between the cost of the original 
capital assets and the cost to replace them.” 


There are, at least, two other definitions. 


EXPENSE 


i. “These deductions made from revenue in 
order to arrive at the net income or increase 
in proprietorship are cailed the expenses.’™ 

ii. “The term expense is sometimes given a 
managerial or operating flavor. Thus charges 
which do not represent the voluntary man- 
agerial commitments or which make no con- 
tribution to revenue are construed as losses 
or income charges rather than as cost of reve- 
nue. From this standpoint there is a question 
of the propriety of treating any form of taxes 
as an expense.’’s 


1¢ J, L. Dohr, “Cost and Value,” The Journal of 
Accountancy, March, 1944, p. 193. 

1H. W. Wade, Fundamentals of Accounting (3rd. 
Ed., New York, John Wiley & Sons, Inc., 1951), p. 160. 

12 John J. W. Neuner, Cost Accounting, Principles and 
Practice (4th Ed., Homewood, Ill., Richard D. Irwin, 
Inc., 1952), p. 264. 

18 W.H. Bell, R. S. Johns, and T. V. Hogan, Auditing 
(3rd. Ed., New York, Prentice-Hall, Inc., 1952), p. 250. 

4 P. Mason and S. Davidson, Fundamentals of Ac 
counting (3rd. Ed., Brooklyn, The Foundation Press, 
Inc., 1953), p. 74. 

18 W. A. Paton, Editor, Accountants’ Handbook (3rd. 
Ed., New York, The Ronald Press Co., 1947), p. 126. 
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iii, “... there naturally arises two fundamental Despite this evidence of variability, 


classifications: Income to record receipts, and 
Expense to record expenditures.’ 

iv. “An expense is an operating charge which 
may or may not become a production cost in 
its entirety during the month in which it is 
incurred. A portion of the expense may be 
deferred at the end of the month in which it 
arises, to become a manufacturing cost in 
some subsequent month.’”” 


The foregoing represent only half of the 
types of definitions discovered. 


INCOME 


. “Income represents revenues from business 
operation.’”!8 
. “The typical conception of income is that of 
the net resultant of the flows of revenue and 
expense;... 
iii, “Income is evidenced by an increment in the 
assets of the business (or other accountable 
unit) not produced through outside contribu- 
tions or investment.’”° 
iv. “With few exceptions, the accountant prob- 
ably accepts as an ideal the function of in- 
come figures as measures of amounts which a 
man can consume or a corporation can distrib- 
ute without impairing future earnings.””™ 


=: 


Five other definitions of income can be 
reported. 

Surely these terms are important ones 
and they represent only a selection from 
among thirty-one terms studied. It may 
be emphasized that these are meanings 
given in respected publications on ac- 
counting. In nearly all cases the definitions 
cited are representative of many others of a 
similar or identical type. 


% J. R. Bangs, Jr., and G. R. Hanselman, Accounting 
for Engineers (Scranton, Pa., International Textbook 
Co., 1941), p. 50. 

"C. L. Van Sickle, Cost Accounting, Fundamentals 
and Procedures (New York, Harper and Brothers, 1947) 


pp. 5-6. 

18S. W. Specthrie, Industrial Accounting (New York, 
Prentice-Hall, Inc., 1947), p. 11. 

” W..J. Vatter, The Fund Theory of Accounting and 
lis Implications for Financial Reports, (Chicago, The 
University of Chicago Press, 1947), p. 32. 

”™C. H. Newlove, C. A. Smith, and J. A. White, 
Intermediate Accounting (Boston, D. C. Heath and Co., 
1948), p. 53. 

C, T. Devine, “Depreciation and Income Measure- 
a” Tue AccounTiING REviEw, January, 1944, p. 


there is another type to be considered: 
Communication can surely be sabotaged 
by the existence of at least eleven syno- 
nyms for “burden” and eighteen possible 
substitutes for “net worth.” The study in 
question found them. Confusion and mis- 
understanding are nearly unavoidable. 

Everyone who works with these word- 
tools will have a concern for achieving a 
much-needed standardization. Teachers 
can be expected to make important 
contributions to this end. They have an- 
other serious concern, however. Not only 
must they work with existing uncertainties 
to acquaint students with the subject 
matter—and who can be sure that prior 
training has taught them the various 
meanings of these terms—but, in addition, 
each teacher must impress his students 
with the fact that variable usage exists, 
and with the nature and extent of the 
variations. The student must be equipped 
to deal with information in the field no 
matter how it may be expressed. 

One conclusion of the study to which 
reference has been made was that greater 
precision need not depend upon arbitrary 
redefinitions. Two general standards of 
reference are useful in resolving the prob- 
lems related to individual terms: The 
first of these is the recognition of the in- 
come-determination objective of account- 
ting. Many newer and better definitions 
have arisen from a shift of emphasis from 
the goal of furnishing accurate periodic 
statements of financial condition to the 
goal of presenting reasonable and useful 
determinations of income. There is now 
rather general acceptance of the latter, 
more-modern objective in accounting, but 
a recognition of the unsuitability of the 
earlier definitions has lagged behind. All 
conflicting points of view can be sub- 
ordinated to this dominant consideration. 
(This would suggest that the second defini- 
tion of assets is most appropriate, the 
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second in the case of cost, and the first in 
the case of both expense and income.) 

The other general standard is one of 
internal consistency to be applied when a 
large number of terms are considered to- 
gether. It was found that because of the 
interrelatedness of terms, the making of a 
few important decisions concerning key 
terms eliminated all but a single possible 
definition in the case of other terms. (On 
this basis, the use of “capital” and “de- 
preciation” may be abandoned since more 
suitable alternatives exist.) Internal con- 
sistency usually provides a basis for choice 
among variable usages that have arisen 
from other than the historical shift of the 
accounting objective. 

Before concluding, it is appropriate to 
note that the causes of variation appear to 
include the fact that accountants have 
adopted “ordinary” (non-accounting) defi- 
nitions of terms which have special 
technical accounting significance, seem- 
ingly without recognition that a repre- 
sentation of “ordinary” meanings for those 
terms is technically impossible. (For ex- 
ample, “depreciation” is often char- 


acterized as “wear and tear.) To a far 
greater extent, of course, laymen are guilty 
of this error. In some instances it appears 
that variation has resulted simply from a 
proliferation of terms, which may have 
been attributable to ignorance of the fact 
that a suitable term already existed. In 
other instances it seems likely that the 
terms were created with the intention of 
having them denote slight variations from 
existing terms. If this is true, however, the 
result usually has been that the similarity 
of the meanings of different terms has led 
to their use as synonyms. In consequence, 
the distinction which may have existed 
originally has disappeared. In most of these 
cases, it is fair to conclude that the 
distinctions were not worthy of recognition 
in the terminology, and that a choice is 
necessary. 

Regardless of the causes of the confu- 
sion, its existence cannot be ignored. Pend- 
ing the time when the terminology of 
accounting becomes clear and _ precise, 
teachers of accounting must guide their 
students through the labyrinth of mixed 
meanings. 


A MOTIVATION PROGRAM TO INCREASE THE EFFECTIVENESS 
OF ACCOUNTING COURSES 


RoBeErt G. STEVENS 


In most colleges and universities, all 
students in business administration are 
required to take two, three, or even four 
courses in accounting. Students often 
consider these courses the most interesting 
and useful that they are offered. At the 
same time, other students consider ac- 
counting as one of the most unpopular 
courses in their school. The degree of 
popularity or unpopularity is not im- 
portant. It is important that there are at 
least some students who have difficulty 
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with accounting courses. At times, students 
even change colleges because of the ac- 
counting requirement in the college of 
business. A request to the dean’s office to 
drop acounting is not uncommon. 
Assuming that a problem such as that 
described does exist, there is some question 
as to whether or not the accounting 
teacher can or should do anything about it. 
Many times it appears that a student’s 
lack of success or interest in accounting is 
due to an unwillingness to work, too many 
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outside activities, immaturity, lack of 
previous preparation, poor aptitude, or 
even a lack of ability. These are difficulties 
which might be considered beyond the 
teacher’s control or responsibility. How- 
ever, many would agree that a student who 
developed a real desire to succeed might 
overcome any of these difficulties. To some 
extent, the problems stem from a lack of 
proper motivation. The accounting teacher 
should be able to do something about 
problems of motivation. 

Motivation is not the answer to the 
entire problem, and the problem is perhaps 
over-simplified, but every teacher does 
motivate his students positively or 
negatively, intentionally or otherwise. 
Motivation is one of the important factors 
of learning. The teacher should, therefore, 
make a conscious effort to create interest 
in accounting courses and prove that the 
courses are useful to the student. The 
contention is simply that a student is 
likely to learn most about that which he 
likes and feels useful. A conscious effort to 
motivation in teaching might well increase 
the effectiveness of accounting courses and 
help to eliminate some of the difficulties 
accounting seems to create for students. 

With the exception of recruiting athletes, 
most colleges and universities do very little 
to motivate students to come to college. 
Therefore, the teacher is provided with a 
majority of students who are self-moti- 
vated. The motivation that the student 
brings with him will make our schools 
fairly effective without any further motiva- 
tion efforts. The importance of this factor 
can be seen when teaching in colleges is 
compared to teaching in the military 
services. The majority of military students 
are not self-motivated, and the military 
schools are likely to fail unless considerable 
attention is given to motivation. The 
success of the military services in using 
motivation devices to overcome an un- 
favorable environment should serve to 
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indicate that civilian schools could become 
more effective if more attention were given 
to motivation. 

Using the techniques of motivation to 
improve the effectiveness of accounting 
courses does not mean that accounting 
should be run in a popularity contest. It is 
not contemplated that textbooks need to 
be rewritten or that the accounting 
curriculum should be completely revised. 
On the positive side, a motivation program 
should be integrated into the accounting 
curriculum with careful consideration to 
the nature of individual school problems, 
desired objective, and to the development 
of reasonable and simple means of ad- 
ministering the program. A tentative list 
of considerations is presented below: 

(1) Most students have not intended to 
be accountants. These students need to 
be shown how they will be able to use 
accounting in management, marketing, 
law, and other fields. 

(2) A large number of students do not 
know what they would like to do or what 
it is possible for them to do. Very few 
students have much of an idea about the 
work of the accountant or its value. Some 
of these students might be potential 
accounting majors. 

(3) The role of the businessman and the 
accountant is vital to society. There is a 
place in business and accounting for serv- 
ice to society, a place for creativeness, and 
a place for imagination. Recent popular 
novels would indicate that there is even 
romance and adventure in a business or 
accounting career. Properly used, these 
ideas can have very strong appeal. 

(4) The objective of the motivation 
program should be to enable the student to 
learn more about accounting in the most ef- 
fective manner. Attracting students to ac- 
counting can be an important by-product. 

(5) Students are motivated by a chal- 
lenge which is within their range of ability 
but which is difficult enough to give value 
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to success. To reduce standards or to 
delete difficult material will not produce a 
real sense of success or motivate the stu- 
dent. 

(6) Motivation is not something that is 
turned-on or turned-off; it operates per- 
sistently; the object is to use, control, and 
develop motivation. 

A motivation program need not be 
elaborate. One of the most important fac- 
tors in motivating students to want to 
learn is the student’s impression of the 
instructor. Personal mannerisms, speaking 
ability, willingness to help the student, 
the instructor’s apparent attitude toward 
the student, and other qualities which 
make the teacher a good leader or a poor 
leader can be either a stimulus or an 
obstacle to learning. The teacher need not 
go beyond a critical self-analysis to start a 
motivation program. 

First impressions of the instructor are 
often the strongest. The first day of class 
should be planned to produce a good first 
impression. So often the first day of class is 
a matter of a quick check of the roll, 
assignment of seats, assignment of chapter 
one, and an early dismissal. The student 
should be convinced that the teacher is not 
particularly interested in teaching and that 
the best thing that can happen is to get 
out of class early. Instead of stimulating 
any motivation that the student has 
brought with him, the teacher has 
smothered it. 

In elementary classes, annual reports of 
familiar corporations have considerable 
potential as a device to create interest. 
Many students do not realize that such 
reports exist or that the General Motors 
Corporation would actually report a profit 
figure. This is only one of many ideas that 
can be used as an introductory motiva- 
tion project. 

A continuous effort is needed to control 
and develop motivation. One possible 
approach is to encourage the student by 
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showing him what he is accomplishing. 
Frequent short quizzes are sometimes used 
with this in mind. Again, the annual report 
should be useful for this purpose in some 
classes. Students are often concerned with 
the practicality of what they are learning. 
The annual report is only one very simple 
way to bring them into contact with some- 
thing that represents business practice, 
A carefuly developed discussion which 
guides the student in applying textbook 
knowledge against business practice should 
help him feel that he is learning something 
of value and show him that he is pro- 
gressing. Similarly, a review of how ac- 
counting is useful in other fields is more 
meaningful as the student progresses in an 
accounting course. 

Success is a great motivator. In order 
to achieve success the student needs to 
know how to study. It does little good to 
tell someone how to do something which he 
does not want to do, and conversely, it 
does little good to encourage someone to do 
something which he cannot do. Many 
students do need help with their study 
habits. The college may have a department 
which has been created to help the student 
with his study problems, but students 
hesitate to use these agencies. Some stu- 
dents can benefit from study suggestions 
made by the instructor. 

When making suggestions for study, it is 
difficult to find a place to stop. Everyone 
seems to have some pet ideas—usually 
good ones. The needs of every student or 
every class are never exactly the same. 
Some teachers discuss study problems 
with their classes; others prepare written 
study guides, and some counsel only those 
students who seem to be having difficulty. 
The study guide which is presented here 
has been prepared as a crutch for a discus- 
sion of study problems. It was directed at 
the interests of students in elementary 
accounting, intended to be short, and 
arranged so that it would not require a lot 
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of study. Unless the study guide is 
discussed with the student, it is not com- 
plete. The discussion can be used to en- 
large upon the study guide and make any 
addition or deletions that appear necessary 
for a particular class or individual student. 
A large section of the study guide is de- 
voted to taking examinations. Grades and 
examinations have been successfully used 
for many years to motivate students to 
study. Helping the student to take 
examinations is only an effort to make 
grades a more reliable measure of learning. 
Grades are important as a motivating de- 
vice because they are an immediate re- 
ward for identifiable efforts. Any other re- 
ward for learning will seldom be so 
precisely expressed or related to a partic- 
ular endeavor. 


A STUDY GUIDE FOR ACCOUNTING 
STUDENTS 


Check your study habits against these sugges- 
tions. There is no substitute for HARD WORK 
or for a DESIRE TO LEARN in studying ac- 
counting, but most of us could use our study 
time and our classroom periods more efficiently. 
There are some techniques that enable us to show 
better our ability on exams and receive better 
grades. See if you can use these suggestions to 
get maximum results for your study efforts. 


READING THE TEXTBOOK 


1, Studying accounting is not like reading fic- 
tion or even like studying history, mathe- 
matics, or economics. 

a. Each assignment in many accounting 
courses builds on previous assignments. 
If you do half-hearted work in Chapter 
I, you may have difficulty in Chapter IT 
and be lost in Chapter III. 

b. Accounting books are condensed. Al- 
most every sentence is important. Look 
over the chapter for content and then 
read carefully. 

2. READ to understand “why.” 

a. This is a technical subject, it is logical, it 
requires reasoning. 

b. Strive to be able to say, “I understand 
why they do that.” If you can under- 
stand “why” in accounting, there is very 
little to memorize. 


c. Try to explain each new topic in your 
own words. Getting the new ideas into 
your own words is better than being 
able to quote the book. 

d. Be critical. Ask your teacher for the 
reasons behind accounting methods that 
you do not understand. 

3. Work PROBLEMS to understand “how.” 
a. You may be able to “‘understand why 

they do that,” but you must be able to 

do it yourself as well as understand. This 
is a do-it-yourself course. 

b. To be sure that you understand “how” 
as well as “why,” work the problems 
which illustrate the reading material 
in each chapter. 

4. REMEMBER “why” and “how.” 

a. Do not just keep up—consolidate—re- 
view as you go. 

(1) Go back to previous chapters and 
bring yourself up-to-date. See how 
this chapter builds on the last one. 

(2) If possible, rework one problem each 
week from some previous chapter. 
Rework problems that were difficult 
for you. 

b. Never wait until examination time to 
review your accounting. The review-as- 
you-go plan produces better results. It 
does not take as long, and saves that 
last minute worry and sacrifice of other 
courses that goes with cramming. 

5. Relate the things we talk about in account- 
ing to things that you already know— 
places you have worked—your father’s 
business—other courses. Try to see how this 
might help you do what you want to do in 
the future. See if you can use it right now— 
treasurer for campus organizations—part- 
time jobs—a personal bookkeeping system. 

6. If there is something you do not understand, 
prepare specific questions to ask your in- 
structor. PIN-POINT THE THING 
THAT YOU DO NOT UNDERSTAND. 
(Some students keep up a notebook of points 
with which they have had difficulty.) 


WORKING PROBLEMS 


1. (R T P) Read the problem. Read the in- 
structions. Scan the problem to see what is 
ahead of you. 

2. Work the problems without “page flipping” 
back to the chapter. 

a. When in doubt look back at the chapter, 
BUT not until you have tried to do the 
transaction on your own. This indicates 
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that you either do not understand or do 
not remember the chapter material. You 
are not prepared for an examination. 

b. The “page-flipping” method is guaran- 
teed to waste a maximum of your time 
and to produce a minimum of results. 

3. Be neat and orderly. Sloppy calculations, 
messy papers, and general carelessness 
cause most of our errors in working account- 
ing problems, 

4. Keep up with your class. 

a. Check your problem against the solution 
presented in class. 

b. Find your mistakes. 

c. Be sure you understand the correct solu- 
tion. 

5. Note the part of the problem with which 
you have difficulty and ask questions during 
the classroom session. 


MAKE BEST USE OF CLASS TIME 


1. Classes are never interesting unless you take 
part. 

2. Be prepared before you go to class. 

3. Do not be afraid to ask questions. 

4. Students who make failing grades also fail 
to attend classes, fail to pay attention during 
class, fail to have their homework, and fail 
to ask the instructor for help. Stay out of 
these ruts. 


PREPARING FOR EXAMS 


1. Be specific in your study; concentrate on 
the things which seem to be most important. 
(Some students make up an exam of their 
own.) 

a. Note items that instructor emphasizes 
in class. 

b. Determine topics for which most prob- 
lems were assigned. 

c. Daily quizzes and hour exams often 
have a close resemblance to each other. 

d. Scan problems that were not assigned 
for problems that could be used on an 
examination. 

e. Read questions at the end of the chapters 
for good test questions. 

2. Do not stop with just “getting the idea.” 
Be sure that you can work problems with- 
out the aid of the book. 

3. Every exam has an element of speed. Have 
your “how’s” and “why’s” right at your 
finger tips. If you are slow, you probably 
need more study. 

4. Students are not parrots. On a good exam 
you should be expected to give back some- 
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thing more than was in the textbook. A good 
exam should not bea carbon copy of a home. 
work problem. It will probably approach 
the material covered from some different 
angle to test your ability to reason and 
understand rather than your ability to 
memorize. 

5. When taking exams many points are lost 
because the student does not READ THE 
PROBLEYs, is not neat and orderly (has 
poor form and makes errors in addition), 
or does not show calculations. 

6. Examinations need not be a source of worry, 
It is seldom that conscientious effort is not 
rewarded. 


Attention has been directed thus far to 
motivation techniques which are available 
to the individual teacher. The teacher is 
perhaps the key figure in any kind of 
motivation program, but there is a limit 
as to how effective one or a few individuals 
may be in motivating students to want 
to learn. As schools and classes grow larger 
the problems of motivation are likely to 
increase. At the same time, the individual 
instructors may become less effective in 
dealing with these problems. The individ- 
ual instructor is limited by physical 
facilities, by the width of his contacts, and 
by the availability of resources which 
might not limit a department or larger 
administrative unit. 

The objectives of a larger motivation 
plan should not be any different than those 
previously outlined. The difference is in 
means of application. An effective motiva- 
tion program needs official action as well as 
passive official sanction. The efforts of 
individuals need to be co-ordinated. The 
individual instructor needs guidance, en- 
couragement, and perhaps money to 
develop motivation projects. There is a 
need for study and research concerning 
motivation and how it may be used in 
teaching. There is even a need to motivate 
teachers. 

A larger motivation program can have 4 
broader area of influence than the individ- 
ual instructor. The problems of attracting 
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and selecting accounting majors which 
were discussed at the 1955 meeting of the 
American Accounting Association are per- 
haps a part of the broader problem of mo- 
tivation. Many of the recommendations 
made at the Association meeting would 
have to be instituted at the departmental 
or higher administrative level. Their suc- 
cess would depend upon the individuals 
who would support the policies. Perhaps 
all of this is only to say that a motivation 
program needs organization, resources, and 
leadership. 

Only a few very elementary motivation 
techniques have been described in this 
report. Audio-visual aids are often thought 
to be synonymous with motivation. Pic- 
tures, sound, and color are effective in 
gaining attention and presenting a point, 
but the success of these devices is not auto- 
matic. The contents of films and slides 
need to be carefully edited to be sure they 
are relevant to the objectives which are 
being sought. The presentation of material 
needs to be skillfully timed and carefully 
planned. There are many other approaches 
to motivation, such as field trips, clubs, 
awards for scholarship and testing pro- 
grams. Accounting textbooks and the 
structure of the accounting curriculum 
should also be subject to revision as to 
their effect on student motivation. 

There is much talk of motivation and its 
usefulness in education. However, little 
effort is made in our schools to motivate 
students to want to learn. In a course that 
presents as much difficulty to students as 
accounting does and is also a required 
course in most schools of business adminis- 
tration, there is an especial need for 
motivation. A program that would create 
interest in accounting, prove the value of 
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accounting to the student, and assist him 
in the study of accounting should reduce 
the high percentage of failure in elementary 
accounting and increase the amount of 
accounting knowledge that the student will 
take away from an accounting course. 
Motivation is not a panacea, but if a stu- 
dent can be made even slightly more 
receptive, the teacher is greatly rewarded. 

The student might be motivated by a 
number of factors: (1) The value of ac- 
counting in other fields. (2) The importance 
of accounting in business and the challenge 
of the job of the accountant. (3) The social 
importance of the businessman and the 
accountant. (4) The security and dollar 
value of an accounting career. TE~ most 
immediate factor motivating the student 
in his success in the course. Therefore, 
improving the student’s study habits is 
an important part of a motivation pro- 
gram. 

There are all kinds of motivation. 
Frequent short quizzes, social pressures of 
the classroom, friends, and family, and 
many other elements may serve to moti- 
vate the student to study (or not study) 
accounting. The object here has been to 
help the student to like accounting and 
thereby motivate the student to learn 
accounting. A motivation program might 
be termed an “eager” project. However, if 
one is able to recall, it is most difficult for a 
student to become more enthusiastic than 
is his instructor. 

The individual instructor is a key figure 
in a motivation program, but there is a 
limit to his effectiveness. The efforts of the 
individual need to be supplemented by the 
organization, resources, and leadership 
which could be provided by a departmental 
or university-wide program. 
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PROFESSIONAL EXAMINATIONS 


A Department for Students of Accounting 
ACCOUNTING PRACTICE 
Henry T. CHAMBERLAIN 


Institute of Accountants and were presented as the second half of the C.P.A. 
Examination in accounting practice on May 10, 1956. 

The candidates were required to solve all problems. The total weight assigned to this 
section of the examination was 50 points and the suggested time allowances given by 
the examiners were as follows: problem 1, 60 to 90 minutes; problem 2, 45 to 60 
minutes; problem 3, 90 to 120 minutes. 


Number 1 


You have completed your audit of the X Company for the year ended December 31, 
1955 except for the computation of the accrual for Federal income taxes. Following is 
the audited income statement before provision for Federal taxes: 


T= following problems were prepared by the Board of Examiners of the American 


Cost of sales (includes depreciation of $85,000). 600, 
Selling, general and administrative expenses: 
Depreciation of furniture and fixtures. . 2,200 
Other income: 
Net gain on disposition of property.............. 6,500 16,500 
Net income before Federal taxes on income. .... $219,500 


The details of the net gain on disposition of property are as follows: 


Accumulated 
Date Date Sales Depreciation Gain 
Acquired Sold Price Cost per Books (Loss) 
Corporate stock............ 1952 6/30/55 $11,000 $ 5,000 $6,000 
1952 4/ 2/55 13 ,000 25,000 $7,500 (4,500) 
1951 2/ 1/55 20,000 15,000 5,000 


$6,500 


The proceeds on disposition of land represent a condemnation award on land used 
by the Company as a parking lot. An adjoining tract of land was purchased at a cost 
of $19,000 in June 1955 to replace the condemned land. 

There were no dispositions or retirements of property other than those shown above. 
There were no expenses related to the sale of the property. 

Following is a summary of the property accounts: 
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Estimated Depreciation 
Life Balance Additions Balance per Books 
(Years) 1/1/55 at Cost Disposition 12/31/55 1955 
Regular property 

$ 30,000 $19,000 $15,000 $ 34,000 
ae 20 50,000 50,000 $ 2,500 
esis 10 250,000 75,000 25,000 300 ,000 27,500 
Furniture and Fixtures... . 5 10,000 2,000 12,000 2,200 
$340,000 $96 ,000 $40,000 $396,000 $32,200 


Property constructed under a certificate of necessity in 1952, 80% of which is deemed to be attributable 
to national defense 


20 $100,000 $100,000 $ 5,000 
10 500 ,000 500 ,000 50,000 
$600 ,000 $600 ,000 $55,000 
$87,200 


With respect to the emergency facilities, the taxpayer elected to take the sixty-months 
amortization deduction allowed for tax purposes and to begin the amortization period 
in the year following the year of acquisition. 
The following additional information is given: 
(1) The company has followed the practice of computing depreciation at } the regular 
rate on additions and disposals during the year and desires to continue this prac- 
tice in 1955. 
(2) Cost of the property represents the tax basis. 
(3) A review of prior years tax returns discloses the following: 


1952 1953 1954 
Gain or (loss) on disposition of capital assets during the year.............. $3,000 ($12,000) $5,500 


a. You are to compute the Federal income tax liability for 1955. (Rates are 30% on the 
first $25,000 of taxable income and 52% om the excess.) 

b. Prepare the journal entry necessary to record the provision for Federal income taxes 
in accordance with recommendations of the Committee on Accounting Procedure of 
the American Institute of Accountants with respect to companies where the depreciation 
recorded in the accounts is materially different from amortization for tax purposes. 

c. Prepare any footnotes to the financial statements which you feel are required by the 
facts in this situation. 


Number 2 


The Bigbee Company manufactures a single product. The basic characteristics of the 
company’s operations and accounting are as follows: 
(1) Production is scheduled to maintain finished goods inventory at a constant ratio 
(10%) to current sales. 
(2) Production is spaced evenly during each period. 
(3) Finished goods inventory at the end of the period is valued at the average cost 
of manufacture for the period. 
(4) Inventories of work-in-process and raw materials are small and may be ignored. 
Production and sales data and the manufacturing cost of sales for the two preceding periods 
are as follows: 
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is 
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Period 
Units 1 2 
Beginning inventory............ $ 1,000 $ 2,000 
22,000 33,000 
Ending inventory..... $ 2,000 $ 3,000 
Period 1 Period 2 
Sales and Costs Amount Per Unit Amount Per Unit 
Cost of sales: 
$ 44,078 $2.10 $ 68,508 $2.21 


Other pertinent data are as follows: 


(1) The product is made by mixing materials A and B. The relative quantity of each 


of the two materials entering production and in finished units can be varied, but 
it was kept constant during periods 1 and 2. In period 3, the quantity of raw 
material A used in a unit of product will be decreased 8% and the quantity of 
raw material B used in a unit of product will be increased 12%. The price of 
material A is expected to continue the trend of the past two periods and the price 
of material B is expected to increase 5% in period 3. The cost of each raw material 
used in production has been as follows. 


Period 1 Period 2 
Material Amount % Amount % 


(2) 


(3) 


(4) 


Direct labor manhours per unit have been approximately constant during periods 
1 and 2 and are expected to remain at the same figure in period 3. Effective at the 
middle of each of periods 1 and 2, wage increases of 10% per manhour have been 
granted. A similar increase is expected at the middle of period 3. 

The amount of fixed factory overhead was $23,463 during periods 1 and 2 and 
is expected to continue at the same amount during period 3. The variable portion 
of factory overhead is expected to remain at the same amount per unit of pro- 
duction as in periods 1 and 2. 

Sales in period 3 are expected to be 25,000 units at $19 per unit. 


Prepare a projected statement of sales, manufacturing cost of sales, and gross profit for 


period 3, based on the preceding daia. Support this statement with schedules of your 
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computations of (1) production data for period 3; (2) material costs; (3) direct labor costs; 
(4) factory overhead, showing the fixed and variable elements; and (5) inventory variation 
(increase or decrease). 
(Note: Round off all total costs to the nearest dollar and all unit costs to the nearest 


cent.) 


Number 3 


The X Corporation, which was organized in January, 1953, keeps its books on the 
accrual method and on a calendar year basis. For the years 1953 and 1954, the Company 
prepared its own unaudited statements. Your firm has been engaged to make an audit 
of the X Corporation’s financial statements for the year ended December 31, 1955 and to 
render an opinion with respect to its balance sheet and statement of income. You are to 
adopt recommendations of the president of the X Corporation in all cases where they do not 
involve a violation of accounting principles. 

At the present time all accounts have been audited and reviewed to the extent con- 
sidered necessary. The applicable work papers and comments have been prepared, and 
they set forth any information to be considered in making adjusting journal entries. 

A worksheet showing the preliminary trial balance of balance sheet accounts (prior to 
audit adjustments) is shown on the answer sheet which is to be used in solving this problem. 


A summary of information contained in the audit work papers follows: 


Cash.—Includes cash on hand at December 31, 1955, $4,000; vouchers for December 
purchases of inventory materials, $1,000; and cash on deposit in two banks, $20,000. 
The cash disbursements record had been held open until January 21, 1956; checks drawn 
during this January period (all against accounts payable) aggregated $40,000. 


Accounts Receivable (Trade).—Includes amounts due from officers, $40,000; claim pend- 
ing against freight company, $8,000; and refund due on insurance policy expired in 
1955, $2,000. According to identifiable details which have been thoroughly rechecked, 
the trade accounts totaled $299,800, composed of current accounts, $199,800; two- 
month accounts, $30,000; and accounts three-months or more, $70,000. Responsible 
officials have acknowledged definite uncollectibility of three-month accounts with bal- 
ances totaling $10,000; they have expressed doubt with respect to an additional $15,000 
worth of accounts in the same category; and they consider all other accounts collectible. 
The president prefers to defer any writeofis until 1956. 


Inventories—A physical inventory of all material on the premises was taken at Decem- 
ber 31, 1955 and was priced at $700,000 (raw materials, $300,000; work in process, 
$300,000; finished goods, $100,000) based on the lower of cost or market. Raw materials 
inventory included factory supplies of $5,000 previously expensed in accordance with 
company policy. Materials in transit costing $15,000 were not included in the physical 
inventory at December 31, 1955, but the liability had been recorded prior to the year 
end. Material consigned by Y Company was on hand and was included in the raw 
materials inventory of X Corporation at the consignor’s cost of $35,000. The audit of 
the raw materials inventory revealed errors of (1) items duplicated, $26,000; (2) items 
missed in counting, $4,000; and (3) extension and footing errors, $10,000 overvaluation. 

Work in process includes $200,000 applicable to a single contract which was 50% 
completed as to both labor and material. The contract calls for a completed price of 
$416,000 plus applicable selling and administrative expenses. 
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The company has not been including manufacturing overhead in its inventories. Such 
cost for the current year amounts to approximately 10% of prime cost. The president 
agreed that overhead should be added to the value of the closing inventory, but he 
stated that he wanted no adjustments made to the opening inventory. The closing 
inventory was recorded and the opening inventory removed from the books by a net 
debit to a cost account “‘Decrease in inventory.” 


Investments.—Includes (1) par value of certain recently issued U. S. Treasury Bonds 
maturing in January, 1965, $70,000; (2) cost of Y Corporation common stock, $5,000; 
and (3) par value of X Corporation common treasury stock, $5,000. The U. S. Treasury 
Bonds were purchased in January, 1955 at $73,000, and their quoted market value at 
December 31, 1955 was $72,900. The treasury stock was acquired in 1955 at par. The 
excess of cost over par on the Treasury Bonds was charged to miscellaneous administra- 
tive and general expense. 


Fixed Assets and Related Depreciation.—Transactions in these accounts to date are as 
follows. 


Asset Depreciation Expense 
Machinery & Office Machinery & Office 

Equipment Equipment Equiiment Equipment 
$164,000 $2,500 $30,200 $650 


It is desired that the procedure used in taking one-half year’s depreciation in the year 
of acquisition be continued. 


Deferred Charges.—Includes deposit on machinery ordered from supplier, $5,950, and 
amount disbursed in November, 1954 to cover special advertising costs for the three 
succeeding calendar years, $6,000. 


Accounts Payable.—Consists only of open trade accounts payable. 


Accrued Liabilities —Includes accrued Federal income tax—current year, $90,000; ac- 
crued social security taxes, $2,750; and accrued interest on mortgage, $2,250. 


Mortgage Payable——Balance due on 10-year 5% mortgage for $100,000 dated July 1, 
1954 with equal instalments on principal due June 30 of each year. 


Preferred Stock.—$10 par cumulative convertible 6% preferred—authorized, 5,000 
shares; issued and outstanding, 1,000 shares. 


Common Stock.—$10 par—authorized, 100,000 shares; issued and outstanding (includ- 
ing 500 shares in treasury), 100,000 shares. 


Earned Surplus.—Consists of (1) 1953 loss, $5,000; (2) 1954 profit, $12,000; (3) charge 
for 1953 organization expense, $3,000; and (4) fair market value of fixed asset con- 
tributed to business by officer in 1953, $10,000. The president preferred to defer ex- 
pensing the organization costs on the books until later years when it was anticipated 
the Company would have greater earnings. 
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Miscellaneous Income.—Includes proceeds from sale of scrap, $2,000; dividend on 
treasury stock, $300. 


Rent—Includes (1) rent of building for thirteen months ended January 31, 1956, 
$130,000; and (2) rental of machines, $30,000. 


Insurance Expense.—Represents all premiums paid in 1955, $16,000, less a refund due 
of $2,000 applicable to a policy which expired in 1955. An insurance register was main- 
tained in the customary manner, although it has not been taken into account for the 

se of making book entries. The register indicated that of the total premiums paid 
in 1955, $9,000 had expired as of December 31, 1955 (this amount of $9,000 has not 
been reduced by the refund of $2,000). It is also apparent from the register that only 
$3,000 of premiums paid prior to 1955 are still unexpired at December 31, 1955. 


Service Guaranty Costs—Represents amounts disbursed for servicing in 1955 in con- 
nection with Company’s regular one-year guaranty. Experience to date has indicated 
that the cost of such services approximate 3% of net sales which were $5,500,000 in 
1955. Statistics show that the $25,000 expended in 1955 included $9,545 applicable to 
sales made in 1954. 


Other Matters:—In February, 1956 the Company received an invoice dated January, 
1956 in the amount of $8,000 from an outside contractor who performed repair work 
on the machinery of the Company in August, 1955. On February 16, 1956 the Company 
authorized the issuance of an additional 50,000 shares of its $10 par common stock. 


a. Enter directly on the worksheet all entries needed for preparation of a formal balance 
sheet. Key each debit(s) with the related credit(s) by the use of letters or numbers, 
and support the major entries, such as those for Inventories, by schedules. 

b. Complete the worksheet and prepare a formal balance sheet as it would appear in your 
report. 

c. State the nature of any qualifications which you would include in your “‘short-form” 
report. 


Solution to Problem 1 


(a) 


Income Tax on Basis 


Income Tax on of Amortization of 
“Normal” Basis Emergency Facilities 
Particulars Dr. Cr. Dr. Cr. 
Add back— 
Deduct— 
Gain on sale of Corporate stock (3)............eseeeeeeeees 6,000 6,000 
Gain on involuntary conversion of land ($5,000) in excess of 
proceeds not re-invested ($1,000).................eeeeeee 4,000 4,000 
Excess of amortization over depreciation (4)................ — 52,000 


1ch 
ent 
he 
net 
ids 
00; 
iry 
at 
‘he 
ear | 
nd 
: 
1, 
id- 
rge 
yn- 
ed 


678 The Accounting Review 


Solution—Problem 1—continued 


Balance $215,800 $163,800 

Deduct—Contributions, but not in excess of 5% of net income 
Net income....... $205,800 $155,185 

Tax thereon: 
52% of net income. . is $107 ,016 $ 80,696 
Amount of tax. . $ 75,196 
Explanations 


(1) Insurance on officers’ lives where corporation is beneficiary 
(assumed) is not deductible. 

(2) 85% of dividends received from domestic corporations is ex- 
empt from tax. 

(3) Gain on sale of corporate stock is offset by carry-over of $6,500 
capital loss from 1953 ($12,000-$5,500). 


$100 ,000 
Certified for amortization (80%)....................... $ 80,000 
Five year amortization............. 
Normal depreciation (20 years—5%) . rr 4,000 
Machinery: 
Certified for amortization (80%)....................... $400 ,000 
Five year amortization.............. . $ 80,000 
Normal depreciation (10 years—10%). . . 40,000 
(5) Balances as above............... . $215,800 $163,800 
Add back—Dividend exclusion...................... ,900 
Together...... .. $224,300 $172,300 
$ 11,215 $ 8,615 
Contributions... . . 10,000 10,000 
Contributions deductible............ ree .. $10,000 $ 8,615 
(b) 
$101,516 
Accrued Federal Income Tax......... , 196 


To record the provision for income tax, the liability and the deferred income tax based 
on net income of $205,800 per books computed with “normal” depreciation and on net 
income of $155,185 with accelerated amortization. 
(c 
The Company holds Certificates of Necessity for properties with an aggregate cost at December 31, 1955 of 

$600,000. The certificates permit 80% of the cost to be amortized over a 60 (sixty) month period for federal income 
tax purposes. The amortization for tax purposes during 1955 is $52,000 in excess of the amounts provided on the 
books for depreciation of the properties based on their estimated useful lives. The Company has therefore provided 
for the deferral of the tax benefit of $26,320 to the remaining periods of useful life beyond the sixty month tax 
limit. 
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Solution to Problem 2 


THE BIGBEE COMPANY 
PROJECTED STATEMENT OF SALES, COST OF SALES AND GROSS PROFIT 


FOR PERIOD 3 
Amount Per Unit 
Cost of goods so’ 
$228,253 
chedule 
Projected Production Data for Period 3 
Units 


Schedule 2 
Projected Material Costs for Period 3 


Period 1 Period 2 Increase Period 3 
Cost of material A per unit: 


Cost of material B per unit: 

1.00 

Estimated total] material costs for Period 3: 

$58,790.00 
Schedule 3 


Projected Direct Labor Cost for Period 3 
Let: X=rate for ist half of Period 2 


1.1 X=rate for 2nd half of Period 2 


2.1X Total 


X average rate for Period 2 


21X94 29 


1.05 X=$4.20 


= $4.00 rate for 1st half of Period 2 


1.1X$4.00=$4.40 rate for 2nd half of Period 2 
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Solution—Problem 2—continued 


Units Unit Cost Total 
First half of Period 3... . $4.40 $ 53,900 
Second half of Period 3... 12,250 4.84 59,290 
24,500 Av. -62 $113,190 
Schedule 4 
Projected Factory Overhead saat Period 3 
Variable factory overhead (24,500 units @ $1.25)... 30,625.00 
$54, 088.00 
Schedule 5 
Projected Inventory Variation for Period 3 
Units Unit Cost Total 
Beginning inventory........ $8.42 $25 ,260 
Estimated ending inventory. . 9.23 - 23,075 
500 $ 2,185 
Solution to Problem 3 
(a) X CORPORATION 
WORKSHEET OF BALANCE SHEET ACCOUNTS 
DECEMBER 31, 1955 
Preliminary Trial 
Balance Adjustments 
Debit Credit Debit Credit Debit Credit 
$ 25,000 (a-2)$ 40,000 (a-1)$ 1,000 $ 64,000 
Accounts Receivable... . 350,000 (b-1) 50,200 299, 800 
Due from Officers. ....... (b-1) 40,000 40,000 
Accounts Receivable—Others. . . ye (b-1) 10,000 10,000 
Allowance for doubtful accounts ae (b-2) 25,000 $ 25,000 
Factory supplies.............. (c-1) 5,000 5,000 
Work in Process—Other..... (c-4) 10,000 
(c-1) 100,000 110,000 
Work in Process—Contract..... (c-1) 200,000 (c-3) 4,000 196,000 
Finished Goods............ (c-4) 10,000 
(c-1) 110,000 
Investments. ............... 80,000 (d-1) 77,700 
(d-2) 300 
Machinery & Equipment.......... 164,000 164,000 
Deposit on Machinery. . (e) 5,950 5,950 
Reserve for depreciation—M &E $ 30,200 30, 200 
2,500 2,500 
Reserve for Depreciation—Offic. Equip... . .. 650 650 
Deferred Charges. . panauans 11,950 (e) 11,950 
Prepaid advertising. . (e) 4,000 000 
Organization expense. ne ai (h) 3,000 000 
Prepaid rent.......... (j) 10,000 10,000 
Prepaid insurance. 10,000 10,000 
Accounts ‘ 61,600 (m) 8,000 
(a-2) 40,000 109,600 
Mortga sage payable—current portion. (g) 10,000 10,000 
Accrued Liabilities. .............. 95,000 (f) 95,000 
— Federal Income taxes... .... (m) 26,400 90,000 63,600 
Social Security taxes........ ; ¢ 2,750 2) 750 
poo interest. 2,250 2,250 
Estimated liability on service guaranty. aes ais a 12,045 12,045 


(al) To 
(a-2) To 
(b-1) To 

To 


T 


= 


(m) 


Solution 
Mortgage P 
Preferred St 
Common St 
Treasury St 
| Earned Sur 
Dividends | 
Capital Sur 
| Provision 
Current 
Income 


Professional Examinations 


Solution—Problem 3—continued 


Mortgage Payable........ maneieat 90,000 (g) 10,000 
Preferred Stock 10,000 


Common Stock. . . 1,000,000 
Treasury Stock... . 


Earned Surplus 1~1-55 14,000 (h) 


Provision for Federal Taxes on Income...... 90,000 
Current Year’s Net Income before Federal 


1 200 

25,000 

(c-2) 52,000 

4,000 

(d-2 300 

(e) 2,000 

*300 

12,045 

(m) 8, 000 

$1,484,050 $1,484,050 $1,091,195 
EXPLANATIONS 


(a1) To record cash purchases, 
(a-2) To correct cash and accounts payable for January, 1956 disbursements. 
(b-l) To reclassify accounts receivable and to adjust control account to agree with detail. 
2) To provide for estimated uncollectible accounts. 
cl) To reclassify inventories. 
3 To correct the net overstatement of raw materials inventory: 


Overstatement: 
Consigned materials from Y Co.... 
Extension and footing errors. . . 
Understatement: 
Material in transit omitted 
Items missed in counting 


Net overstatement. ... 


(3) To reduce the “Work in Process—Contract” to market since “net realizable value” is less than replacement cost, “‘market”’ may not 


exceed “‘net realizable value.” 


Cost of material and labor to date...... 

Net realizable value: 
Estimated cost to complete for material, labor and overhead. . 


(c¢-4) To adjust inventories for cory overhead. 
(d-1) To reclassify treasury stock and to reinstate premium on U. S. Treasury Bonds. 
a To amortize 1/10 of the premium on U. S. Treasury Bon 
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80,000 
10,000 
995,000 
7,000 
300 60, 300 
10,000 10,000 
(n) 26,400 63,600 
(c-4) 20,000 120,755 
d-1) 3,000 
10,000 
) 10,000 


$1,091,195 $1,478,850 $1,478,850 


220,000 196,000 
$ 4,000 


e) Toreclassify deposit on machinery and to allocate Ldvertiting cost to current and future periods, 


(f) To reclassify accrued liabilities. 
To reclassify mortgage | liability. 
To reclassify contributions by officers and to defer organization expenses. 
if) To reverse dividend on treasury shares. 
& To set up prepaid rent. 
To set up prepaid insurance. 
To set up the liability for service guaranty. 
(m) To set up liability for repair work. 
(n) To adjust provision for Federal Income taxes: 
Add service guaranty . 


Taxable income. ....... 


The adjustment is rounded out to $26,400. 


$120,755 
12,045 


$ 7,500 
56,056 


$ 63,556 
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Solution—Problem 3—continued 


(b) 
X CORPORATION 
BALANCE SHEET 
DECEMBER 31, 1955 


ASSETS 
CURRENT ASSETS 
Accounts receivable, less allowance for bad accounts, $25,000 
Due from officers 


INVESTMENTS 
U. S. Treasury Bonds at cost less premium amortization—market value 


Y Company common stock, at cost 


EQUIPMENT 


Ee Machinery and equipment, less allowance for depreciation, $30,200....,........... 
i Office equipment, less allowance for depreciation, $650 


DEPOSIT ON MACHINERY 
ORGANIZATION EXPENSE 
Total Assets 


CURRENT LIABILITIES 
Current portion of mortgage payable 
Accrued Federal Income taxes 
Other accrued liabilities 


MORTGAGE PAYABLE, due in annual installments of $10,000 


CAPITAL STOCK AND SURPLUS 
Preferred stock—6% cumulative, 5,000 shares authorized, 1,000 shares issued, par 
Common stock—100,000 shares authorized, 99,500 shares outstanding, par value $10 
per share (Note A) 
Retained earnings 


Total Liabilities and Capital 
N 
stock. 


(c) 


$ 10,000 


$1,076,800 


77,700 


135,650 


5,950 
3,000 
$1,299, 100 


$ 200,245 
80,000 


1,018,855 


OTE A: 
On ney 16, 1956 the Company authorized the issuance of an additional 50,000 shares of its $10 par common 


The “short form” report should point out that the auditor was not present to observe the taking of the be- 


ginning inventory. The report should also point out that there has been a change in policy with respect to the 
inclusion of factory overhead in the closing inventories of finished goods and work in process. The dollar effect 
on 1955 net income resulting from this change should be disclosed. 


Unless the auditor can satisfy himself as to the fairness of the opening inventory he should deny an opinion 
on the statement of income. 
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EXAMINATION IN THEORY OF ACCOUNTS 
WILLARD J. GRAHAM 


examination in theory of accounts 

| of the May, 1956, C.P.A. Examina- 
tion was given on Friday, May 11, in 

a three and one-half hour session from 
1:30 p.m. to 5 p.m. There were two groups 
of questions included. All four questions 
in the first group were required; four were 
to be selected from six in the second group. 


NOTE TO CANDIDATES: To save can- 
didates the time of computing their own 
time budgets for each problem, notations 
of estimated time requirements are fur- 
nished for each problem to be answered 
separately, and in the aggregate for all 
problems to be answered out of a group 
where options are involved. The estimated 
time allowances are approximately pro- 
portional to their point value, the total of 
which for this examination is 100 points. 


GROUP I 
Answer all questions in this group 


Number 1 (Estimated time—14 to 20 min- 
ules) 


A and B are partners and have agreed to 
share profits and losses equally. State your 
reasons in support of one of the following 
methods of dividing losses incurred in 
liquidation of the partnership. 

a. Profit and loss ratio. 
b. Ratio of capital balances. 


Answer 1 


The profit and loss ratio should govern 
the apportionment of a// profits and losses, 
including the losses (or gains) resulting 
from liquidation. 

Liquidation of the assets does not neces- 


sarily imply dissolution of the partner- 
ship. Dissolution—and distribution of the 
net proceeds between the partners—may 
or may not follow liquidation, but at the 
time of liquidation the partnership agree- 
ment is still in effect, including the pro- 
visions governing the apportionment of 
profits and losses. Losses incurred in 
liquidation are of the same general na- 
ture as losses from operations. Both are 
losses of capital. Indeed, liquidation losses 
may be regarded as corrections of the 
periodical estimates of profits and losses 
which have been made earlier and which 
have been the bases for apportionment of 
profits and losses between the partners. It 
is generally recognized that only at liquida- 
tion can the éofal profit or loss for the life 
of the enterprise be finally and accurately 
determined. 

It is realized, of course, that after all 
profits and losses, including liquidation 
losses, have been apportioned in the profit 
and loss ratio, the algebraic sum of 
partners’ capital balances plus and minus 
will equal net assets available for distri- 
bution, and the actual distribution of the 
assets (or the collection of debit (minus) 
amounts) will not only be in the ratio of, 
but will also be in the exact amount of, 
these capital balances. 


Number 2 (Estimated time—24 to 35 min- 
utes) 

Your client, the Big Essex Agency, sells 
new and used cars and has a service de- 
partment. At audit date, April 30, 1956, 


the used car inventory consisted of four 
cars. 
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National Auto Dealers Association estimate of market value (at 


retail) 
At time of trade-in 


Used Car Number 
2 4 
$1,700 $2,400 $1,000 $1,400 
300 200 200 
60 46 160 
1,600 2,200 875 1,200 
Wee 1,550 2,200 850 1,150 
1,600 2,150 825 1,300 


1 During the year, new cars were being sold at less than list where no trade-in was involved. The amounts jn 
this line represent the discount that would have been allowed on the new car sold had that new car been sold for 


cash with no trade-in. 


2 The service department makes necessary repairs on used cars taken in trades and bills the used car department 
at cost plus a 334% mark-up. The amounts in this line are the bills from the service department. 
* With the exception of cars 2 and 4, which are still on hand, the used cars were sold for cash during the first 


week of May, 1956 at the amounts shown on this line. 


Discuss the various factors which should 
be considered in assigning a value to the 
inventory of used cars. Indicate the com- 
putations needed to arrive at an accept- 
able inventory value for each car as at 
April 30, 1956. 


Answer 2 
General rule: 


The used cars should be valued at the 
lower of cost or market. 


The determination of cost 


Cost, in the case of a trade-in, should be 
based on the actual allowance made from 
a “‘cash price” rather than on a nominal 
allowance from a more or less fictitious 
“list price.”” Therefore, to determine cost, 
the discounts generally allowed on a cash 
sale without trade-in should be deducted 
from the nominal trade-in allowances 
computed on the basis of list prices. For 
example, the “real,” or adjusted, trade-in 
allowance on car number 1, the allowance 
from a “cash price,” was $1,700—$300, or 
$1,400. 

To determine the full cost of the used 
cars, there must be added to the adjusted 
trade-in allowance the reconditioning cost. 
Under the principle that inter-depart- 
mental profit should not be recognized 
prior to sale, the billed cost from the serv- 
ice department should be reduced 25%, 


to determine cost to the enterprise. Costs 
thus determined are: 

Car Number1.. $1,445 Car Number3.. $ 830 
Car Number 2.. $2,100 Car Number 4.. $1,320 
The determination of ‘‘market” 


Market is normally replacement cost. 
In the absence of a reliable replacement 
cost—since there is not, apparently, a 
recognized wholesale market for used 
cars—other than regional auctions—mar- 
ket must be based on selling price. But 
which one of the selling prices given should 
be used? N.A.D.A. figures as of the time of 
trade-in are not necessarily reliable esti- 
mates of value as of the statement date. 
Even N.A.D.A. figures as of the state- 
ment date are only averages, and the 
values of specific cars may vary widely 
from these averages. Unless the dealer’s 
estimated selling prices are substantially 
different from—and particularly unless 
they are much higher than—the N.A.D.A. 
figures, they are likely to be more reliable. 

For car number 1 and car number 3 
the dealer’s estimated selling prices at 
statement date have been established by 
actual sales in May at these prices. For 
car number 2 the dealer’s estimate is be- 
low the N.A.D.A. figure; for car number 4 
the dealer’s estimate is higher than 
N.A.D.A. Since the differences are not 
large—and since N.A.D.A. figures are 
only averages—the dealer’s estimates may 
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be used if he can justify the $1,300 amount 
for car number 4. 

In translating selling price into an ac- 
ceptable “market” price, recognition must 
be given to the principle that market 
should not exceed the net realizable value 
or be less than net realizable value reduced 
by an allowance for an approximately 
normal profit margin. To determine net 
realizable value there must be deducted 
from selling price the cost of selling—com- 
missions, sales salaries, advertising, etc., 
and probably an amount for overhead. 
These amounts cannot be determined 
from the information here given. There 
might or might not be deducted also an 
allowance for an approximate normal 
profit margin. This decision might be in- 
fluenced by the dealer’s policy with re- 
spect to the used car department—that is, 
whether he expects it to “break-even” or 
to operate at a normal profit. 
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2. Intercompany dividends are elimi-. 
nated. 


The determination of inventory value 


In this case acceptable inventory values 
for the four used cars would be the lower 
of cost ($1,445, $2,100, $830, and $1,320), 
and the dealer’s estimated selling prices 
($1,600, $2,150, $825, and $1,300) less 
cost to sell. A further reduction may be 
made in the selling prices, before compari- 
son with costs, if it is the policy of the 
dealer to expect a normal profit on used 
car sales. 


Number 3 (Estimated time—15 to 22 min- 
utes) 

List (a) the advantages and (b) the dis- 
advantages of filing corporation consoli- 
dated income tax returns as opposed to 
filing separate returns for each corpora- 
tion. 


Answer 3 


a. The advantages of a consolidated corpo- 
rate tax return: 
1. Intercompany profits are eliminated. 


3. 


The loss of one or more affiliated 
companies may be offset against the 
profit of one or more other com- 
panies. 


. The capital gains of one or more 


affiliated companies may be offset 
against the capital losses of one or 
more other companies. 


. Improper accumulation of surplus 


would be computed on a consoli- 
dated basis. 


. No questions arise, for purposes of 


determining taxable income, about 
the allocation of expenses among the 
affiliated companies. 


. Insituations where one company has 


a short taxable year, the short term 
income may net necessarily have to 
be adjusted to an annual basis. 


. Credits or deductions subject to 


limitations may be greater in total 
(E.g., contributions, foreign tax 
credits, etc.). 


. The disadvantages of a consolidated 


corporate tax return: 


. The tax rate is 2% higher. 
. There is only one $25,000 surtax 


exemption; by filing individual com- 
pany returns a separate exemption 
is allowed for each affiliated com- 


pany. 


. An operating loss carryover from a 


prior year’s separate return filed on 
an individual-company basis may be 
substantially reduced if the current 
year’s return is on a consolidated 
basis. 


. The discovery of an error in the com- 


putation of one company’s income 
extends the statute of limitations for 
the whole group of affiliated com- 
panies. 


. Once a group of affiliated companies 


has elected to file a consolidated re- 
turn, a change to an individual com- 
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pany basis may not be made without 
the consent of the Commissioner of 
Internal Revenue. 

6. All affiliated companies must use the 
same accounting basis (cash or ac- 
crual) and the same tax year. 


Number 4 (Estimated time—22 to 
33 minutes) 


You have been assigned to examine the 
vouchers of a lumber company which cuts 
approximately 40,000,000 board feet of 
logs per year and has sales of approxi- 
mately $2,800,000. The senior cautioned 
you to be alert to errors in distribution 
caused by the inexperience of the book- 
keeper in charge of recording company 
purchases. During the course of your ex- 
amination, you find the following pay- 
ments and distribution thereof: 

1. Purchase of new band-saw blades for 
the sawmill—$14,567. Charged to 
sawmill supplies expense. 

2. Purchase of 2-ton truck—$3,500. 
Charged to fixed asset account— 
Autos and Trucks. 

3. Cost of firebrick used to reline the 
boiler chamber—$8,000. Charged to 
steam plant and power expense. 

4. Travel expense for Mr. and Mrs. R. 

L. Jones, Manager and his wife— 

$1,000 (no detail). Charged to travel 

expense. 

5. Purchase of electric stove for sales 
manager’s personal residence—$350. 
Charged to travel expense. 

6. Payment of an adjustment of a sales 
invoice due to using the wrong price 
—$110. Charged to freight adjust- 
ments. 

7. Purchase of a used crane to lift logs 
from the pond—$1,500. Charged to 
pond expense—repairs. 

8. Purchase of new conveyor chain for 
a newly constructed dry kiln— 
$2,500. Charged to dry kiln repairs. 

9. Purchase of new conveyor chain to 
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replace worn-out chain on the log 
deck—$2,500. Charged to sawmill re. 
pairs. 

a. State and explain the general considera. 
tions governing whether an item should 
be charged to fixed assets or to expense, 

b. Comment briefly on the propriety of 
each distribution (account to which 
charged) emphasizing the governing 
considerations or principles involved, 
Do not rewrite the statements made, 
but key your answer to the number of 
the statement. 


Answer 4 


a. General considerations 

An item may be “capitalized’’: 

(1) by a charge to an asset account, if 
it is an addition, an improvement, 
or a betterment to the original as- 
set, or 

(2) by a charge to the allowance for de- 
preciation, if it “cancels” accrued 
depreciation. 

An item which may not properly be 

“capitalized” may be: 

(1) charged to the expenses of the cur- 
rent period if it benefits only the 
current period, or 

(2) charged to income “‘below-the-line” 
or even to retained earnings, if it 
represents costs that should have 
been charged against the operation 
of prior periods, perhaps, for ex- 
ample, via depreciation. 

In a given situation, the choice between 
“capitalizing” and “expensing” an item is 
governed by a number of considerations 
which may have varying relative impor- 
tance in different situations. To avoid dis- 
tortion and non-comparability of periodic 
income, it is essential that a reasonably 
sound policy be established and that it be 
followed uniformly and consistently from 
period to period. The factors usually con- 
sidered in distinguishing between “capi- 
tal” and “revenue”’ items are these: 
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(1) Number of accounting periods in- 
volved: 

Items which will benefit more than one 
period should be capitalized and written 
off over all the periods involved; otherwise 
current income is understated and future 
income is overstated. 


(2) Materiahity 

The size of the item (a) relative to 
other statement amounts, and (b) relative 
to the cost of accounting for it as a capital 
item. Relatively small amounts which are 
technically capital items distributable over 
anumber of accounting periods may, with- 
out distortion of income, be charged to 
current expense on the grounds that the 
accounting cost of proper handling far out- 
weighs the value of the slightly greater ac- 
curacy. 


(3) Frequency and regularity of similar 
expenditures 

Capital items purchased frequently and 
at fairly regular intervals, particularly if 
the costs are relatively small, may be 
charged to current expense without dis- 
torting income. However, if the total of 
such purchases is material, and if this total 
varies from period to period, the failure to 
capitalize may distort periodic income. 


(4) Effect on length of life 


Items which prolong original expected 
service-life should be capitalized (a) by a 
charge to the allowance for depreciation if 
accrued depreciation is “cancelled” by 
major overhaul or replacement, or (b) by a 
charge to the asset itself if the item is an 
addition, an improvement, or a better- 
ment. 


(5) Effect on productivity or usefulness 


If the item increases current produc- 
tivity beyond initial productivity, it 
should be capitalized. 
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(6) Depreciation policy 

Probably most debatable items can be 
resolved in terms of the relative size of the 
annual depreciation charge. The distinc- 
tion between “minor” repairs which are 
expense items and “major” repairs or re- 
placements which are charges against the 
allowance for depreciation rests primarily 
on the amount of the annual depreciation 
charge. A very low rate may make almost 
no provision for absorbing in the allow- 
ance account any repairs and replace- 
ments, no matter how large, while a very 
high rate may provide for absorbing almost 
all such charges. Most actual business 
situations lie some place between these 
two extremes. 


(7) Objective working rules 


To avoid the continuous exercises of 
subjective judgment, objective working 
rules may be developed for a consistent 
handling of expenditures on fixed assets. 
For example, in public utilities, all plant 
items are ordinarily defined in terms of 
“plant units.” A repair or a replacement 
of less than a plant unit is charged to ex- 
pense; if it equals or exceeds a plant unit 
it is capitalized. In other companies, for 
specific types of assets, the dollar amount 
of the expenditure may govern; expendi- 
tures up to a given dollar amount are 
charged to expense; if in excess of this 
amount they are capitalized. These are 
sound objective working rules, achieve a 
consistent policy, and do not distort in- 
come 7f, and only if they are coordinated 
with the depreciation policy, as discussed 
in (6) above. 

(8) Entirely aside from income determi- 
nation, and for control purposes only, 
some expense items may be capitalized and 
written off as used, even if used entirely 
within a single accounting period. 


b. Propriety of given distributions 
1. Probably correct, assuming frequent 
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and regular similar purchases. If purchases 
are infrequent, the item might be set up as 
a prepaid expense and charged off monthly 
as the blades are used. On the other hand, 
if a composite depreciation rate includes 
proper depreciation of the original blades 
(which is fairly improbable) this item 
should be capitalized by a charge to the 
allowance for depreciation. 

2. Correct. The cost of the truck will be 
amortized over its expected useful life. 

3. Possibly correct; may be similar to 
bandsaw blades in item 1. However, it is 
more likely here that the cost of the origi- 
nal lining has been written off over its ex- 
pected life, either as a separate item or in 
a composite depreciation rate; if so, this 
item should be capitalized by a charge to 
the allowance for depreciation. 

4. Correct only for that portion of the 
expense attributable to company business 
conducted by Mr. Jones. Mrs. Jones’ ex- 
penses should be charged to Employees 
Accounts Receivable, unless there is a 
good business reason for her to accom- 
pany Mr. Jones—for example, to assist in 
entertaining or in demonstrating, etc. Ex- 
penses of both Mr. and Mrs. Jones in- 
curred in personal travel not connected 
with the business should also be charged 
to Mr. Jones. 

5. Incorrect. This item is apparently a 
personal accommodation purchase and 
should be charged to Accounts Receiv- 
able—Sales Manager. If the company has 
agreed to absorb the cost of this item, it 
should be charged as a part of the sales 
manager’s compensation. 

6. Incorrect. The charge should be made 
to the Sales account, to offset the original 
error. 

7. Incorrect. Presumably the crane has 
a useful life extending over more than one 
period; the charge should be to a fixed as- 
set account, to be amortized over the esti- 
mated useful life of the crane. 

8. Incorrect. This item is a part of the 
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cost of the dry-kiln and should be charged 
to the fixed asset account to which the 
other items of cost are being charged. If 
the chain has a relatively shorter life than 
the other component parts of the dry-kiln, 
it may be depreciated separately at a rela- 
tively higher rate, or its shorter life may 
be reflected in a composite depreciation 
rate. 

9. Possibly correct, but only if no pro- 
vision has been made to write off the origi- 
nal chain over its useful life, either sepa- 
rately or by an appropriate composite de- 
preciation rate. If the cost of the original 
chain has been accounted for as recom- 
mended for the conveyor chain in (8) 
above, this expenditure for replacement 
should be capitalized by a charge to the al- 
lowance for depreciation. 


GROUP II 


(Estimated time—70 to 100 minutes) 
Answer any four questions in this group. 
If more are answered, only the first 
four will be considered. 


Number 5 


The cost of manufacturing a durable 
seasonal product for which there is a pre- 
dictable seasonal demand is 20% for ma- 
terial, 60% for highly-skilled direct labor 
and 20% for overhead. The banker, on 
whom the manufacturer relies for addi- 
tional working capital when necessary, is 
urging him to stabilize inventories; the 
plant manager is urging him to stabilize 
production. 

List and describe briefly: 

a. The advantages of stabilizing inven- 

tories. 

b. The advantages of stabilizing pro- 

duction. 


Answer 5 


Note: Presumably the choice lies be- 
tween: (a) stabilizing finished goods inven- 
tories which implies fluctuating production, 
fluctuating goods-in-process inventories, 
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and, probably, greater difficulty in stabi- 
lizing raw materials inventories; and (b) 
stabilizing production, which implies fluc- 
tuating finished goods inventories, stabi- 
lized goods-in-process inventories, and, 
probably more easily stabilized raw ma- 
terials inventories. 


(a) The advantages of stabilizing (finished 
goods) inventories : 

The sole advantage of stabilizing (fin- 
ished goods) inventories rests on the as- 
sumption that the investment in inventory 
would be kept at a fairly constant mini- 
mum. This would minimize the risk of loss 
from price declines and reduce the costs 
incident to the maintaining of inventories 
—property taxes, insurance, storage and 
handling, and interest on investment. 


(b) The advantages of stabilizing 
production: 


1. Investment in goods-in-process in- 
ventories would probably be maintained 
at a fairly constant amount. 

2. Raw material costs could be kept at 
a minimum by regular economical lot pur- 
chases; also the raw material inven‘ory 
could more easily be maintained at a 
constant minimum. 

3. The costs of highly skilled direct 
labor (60% of total cost) could be kept at 
a minimum. Costs that usually accom- 
pany fluctuating production are: 

(1) Overtime premiums in peak periods. 

(2) Severance pay to workers laid off at 
beginning of slack periods. 

(3) Higher unemployment insurance 
rates due to claims of workers un- 
employed in slack periods. 

(4) Cost of hiring and training new 
workers at the beginning of peak 
periods; this includes wages, spoiled 
material, and overhead. 

(5) Lower efficiency, due to crowding, 
ill-trained workers, material de- 
livery delays, etc. 


4. Overhead Costs (20% of total cost) 
can be kept at a minimum, for investment 
in plant facilities, and all other indirect 
costs, can be restricted to what is neces- 
sary to produce the constant, stabilized 
amount. Fluctuating production, on the 
other hand, requires a greater total pro- 
ductive capacity to meet peak sales de- 
mands, and part of this capacity is idle 
during slack sales periods. 

5. It is almost inevitable that stabiliz- 
ing production will result in an increase in 
general overall efficiency—higher degree of 
skills, greater productivity, higher quality 
of work, less spoiled work, less idle time, 
less overtime, better employee (and union) 
morale, etc. 


Number 6 


The ABD Company has just entered 
into a pension plan for the first time as a 
result of union contract negotiations. The 
plan became effective as of January 1, 
1955. On December 31, 1955, you find 
that only two entries have been made on 
the books of the ABD Company. The first 
entry (a debit to Retained Earnings and a 
credit to Cash, in the amount of $5,000) 
was the first of a series of five equal an- 
nual payments required to be made to an 
insurance company to cover the cost of 
pensions based on past services. The sec- 
ond entry was a debit to Factory Wages— 
Indirect and a credit to Cash, in the 
amount of $3,000 to cover the current 
year’s contribution to the insurance com- 
pany for penison costs based on the cur- 
rent year’s factory wages. 

Did the two entries reflect properly the 
facts relative to the pension plan? Present 
your reasoning and describe any changes 
which you conclude are needed. 


Answer 6 


a. The first entry is inaccurate for several 


reasons: 
(1) It is generally accepted that the 
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costs of pensions based on past services 
“are generally incurred in contemplation 
of present and future services’ (ARB 
#36) and are therefore properly chargeable 
as pension costs to a number of accounting 
periods following the negotiation of the 
contract. For federal income tax purposes 
they are deductible over a minimum of ten 
years. This may be assumed to be a reason- 
able period for accounting purposes; in 
this case the amount would then be $2,500 
a year. 

(2) The total contractual liability of 
$25,000 should have been recorded cur- 
rently; the portion applicable to future pe- 
riods ($22,500) should have been charged 
to an asset account such as Deferred Pen- 
sion Costs; this amount should be amor- 
tized over the next nine years. The amount 
applicable to the current period ($2,500) 
should have been charged to an expense 
account such as Pension Costs. 

Perhaps the best method of recording 
the facts of the case would have been as 
follows: 


January 1, 1955 


Deferred Pension Costs......... 5,000 
Pension Costs Payable........ $25,000 
December 31, 1955 
Pension Costs Payable.......... $ 5,000 
Pension Costs (Past Services).... $ 2,500 
Deferred Pension Costs....... $ 2,500 
The correcting entry required now is: 
Deferred Pension Costs......... $22,500 
Pension Costs (Past Services).... 2,500 
Retained Earnings............ $ 5,000 
Pension Costs Payable........ 20,000 


b. The second entry is incorrect only in 
that the charge should have been 
made to a separate expense account 
such as Pension Costs, rather than to 
Factory Wages, in order to identify 
and disclose the nature of the cost. 
The portion applicable to factory 
operations would be included among 
the factory overhead items; the por- 
tions, if any, applicable to selling or 
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administrative wages and _ salaries 
would be so treated. The immediately 
foregoing treatment is appropriate also 
for the portion of Deferred Pension 
Costs ($2,500) chargeable against the 
current period. 


Number 7 


a. Describe the percentage of completion 
method of accounting as used in the 
construction industry. 

b. Explain the meaning of the following 
terms frequently encountered in the 
accounts of contractors: 

(1) Retained percentages receivable 
(2) Subcontractors’ estimates payable 
(3) Bid deposits 

(4) Contracts in progress. 


Answer 7 


a. The percentage of completion method is 
a basis for recognizing periodically the 
income earned on a construction con- 
tract. The income to date is determined 
by multiplying the total contract price 
by a fraction the numerator of which 
is the amount of cost incurred to date 
and the denominator of which is the 
actual cost to date plus the estimated 
cost of completion. From this income 
amount are deducted the actual costs 
to date to determine the net income to 
date. To determine the net income to 
be recognized in the current period 
there is deducted from the net income 
to date the amount of net income (if 
any) which has been recognized in 
prior periods. 


b. 

(1) Retained percentages receivable repre- 
sents that portion (usually a percentage) of 
progress billings to date which are, by 
agreement between the contractor and the 
owner, to remain uncollected until the con- 
tract is satisfactorily completed; this is a 
receivable on the contractor’s books. 

(2) Subcontractors’ estimates payable 
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represent amounts payable to subcontrac- 
tors for work which they have done on the 
project but for which the prime contrac- 
tor has assumed responsibility in his origi- 
nal contract with the owner. 

(3) Bid deposits is an asset account to 
which are charged the amounts which the 
bidding contractor must deposit with the 
owner along with his bid; these deposits 
must usually be in the form of certified 
checks or cashiers’ checks. 

(4) Contracts in progress is the control- 
ling (asset) account reflecting the costs in- 
curred to date on contracts as yet incom- 
plete. It may be used under either the 
completed contract method or the percent- 
age of completion method of accounting. 


Number 8 


There has been a good deal of criticism 
of the traditional “‘historical’’ cost records 
and the data which they reflect, especially 
during times of inflation or deflation. In 
order to assist in the interpretation of ac- 
counting reports as normally prepared, 
many accountants have suggested that the 
recorded cost data be first utilized in the 
preparation of the conventional financial 
statements, and then as a supplementary 
technique, these statements be converted 
into dollars having a uniform purchasing 
power through the application of price in- 
dexes to the recorded dollar amounts. 
There has been some considerable differ- 
ence of opinion among these accountants 
as to whether to use a “general’’ price in- 
dex, such as the wholesale commodity 
price index, or the cost of living index, or, 
on the other hand, to use a more “specific” 
price index that is more applicable to the 
industry involved, or to the particular 
items being converted (for instance, using 
a construction index for the conversion of 


- plant and equipment items, or the use of a 


special price index constructed for a 
specific industry). 


Give arguments in favor of and against 
each of these two types of indexes. 


Answer 8 
General Price Index 


The use of a general price index, it is 
held, is not a violation of nor a departure 
from the “original cost principle.” For ex- 
ample, the assets on the balance sheet and 
the expense items on the income state- 
ment are still stated at original cost, in 
real terms. Only the changes in the value 
of the dollar are reflected, by expressing 
the original dollar cost amounts in terms 
of common dollars—dollars of equal pur- 
chasing power. No attempt is made to ar- 
rive at present “‘values” of specific items, 
nor to convert the balance sheet from its 
traditional position as a statement reflect- 
ing the sources of capital and the items 
into which this capital has been invested— 
still stated at original cost but expressed 
in dollars of equal general purchasing 
power. Income is determined on the cost 


principle—revenue less the original cost of - 


the capital consumed in earning the 
revenue—but cost is expressed in dollars 
having the same general purchasing power 
as the dollars in which the revenue items 
are expressed. 


Specific Price Indexes 


The use of specific price indexes is ad- 
mittedly a departure from the original 
cost principle. It substitutes for original 
cost an estimate of replacement cost. The 
balance sheet prepared on this basis pur- 
ports to be a statement of value, not cost. 
The expense items on the income state- 
ment are estimates of the current cost of 
the items consumed. Net income so de- 
termined is the excess of revenue over the 
current cost of replacing the capital items 
consumed—whether they are to be re- 
placed with identical items, similar items, 
dissimilar items, or are not to be replaced 
at all. 
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Relative Advantages and Disadvantages 


The primary difference between the 
two types of indexes lies in the concept of 
profit. The general price index reflects 
while the specific price index excludes 
profit (or loss) arising from a specific price 
change greater (or less) than the change in 
general prices. To illustrate: An item was 
purchased for $2,000 when both the gen- 
eral price index and the specific index in- 
cluding the price of this particular item 
were 100. The item was sold (or other. 
wise converted or realized) for $4,500 
in a subsequent period when the general 
price index was 190 and the specific price 
index was 210. What was the “profit” on 
the transaction? 


(1) On the basis of original dollar cost..... $2,500 
(2) Using general price index............. 700" 
(3) Using specific price index............. 300? 


1 Reflects $400 real price profit. 
? Excludes $400 real price profit. 
From the point of view of maintaining 
general purchasing power $700 seems to 
be the better answer. From the point of 
view of maintaining a given quantity of 
specific physical plant or inventory, etc., 
$300 is more significant. It may be said, 
then, that for general purposes, including 
external reporting, conversion by a gen- 
eral price index would seem to be prefer- 
able. For internal use, however, for mana- 
gerial decisions (pricing, et al) the esti- 
mated replacement cost of specific items 
is more useful. From the point of view of 
objectivity and comparability the general 
price index is superior. Once the single 
general price index is selected from the 
very few available the conversion to com- 
mon dollars is mainly clerical. In using 
specific price indexes, however, there is 
continuous subjective judgment involved 
in selecting from a host of available in- 
dexes, classifying items in one or the other 
of the index groups, etc. For this reason, 
and others, statements prepared on the 
basis of a general price index are compar- 


able to similarly prepared statements of 
other companies in the same or different 
types of business. On the other hand, state. 
ments prepared on the basis of specific 
price indexes are not truly comparable 
with amy other statements. Of course vary- 
ing degrees of specific price fluctuation 
would destroy comparability with state- 
ments of companies in other types of busi- 
ness. But even more, statements so pre- 
pared are not necessarily comparable with 
similarly prepared statements of other 
companies in the same type of business— 
because of the large amount of subjective 
judgment involved (as discussed above), 


Number 9 


Although various bases can be used to 
apply factory overhead to product costs, 
such as direct labor hours or direct labor 
cost, a problem of more fundamental im- 
portance exists in the way in which each 
of these bases will be expressed. That is, 
should the base decided upon be expressed 
in terms of “expected capacity” “average 
capacity,” or “practical capacity.” The 
use of rates based on each of these capaci- 
ties may give different results. 

a. Give a brief explanation of the three 
terms. 

b. Describe the differences which can be 
expected to result when the different 
capacities are used. Include in your 
discussion an explanation of the effect 
of each basis on the differences between 
actual and applied overhead. 


Answer 9 


Overhead applied may vary from over- 
head incurred because of differences be- 
tween 
(1) actual costs incurred and _ costs 
budgeted 
(2) rate of output realized and rate of 
output expected 
(3) rate of output expected and rate of 
output used as a basis for computing 
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overhead rate, i.e., the application 
basis used. 


a. Application bases 


(1) Expected capacity is the rate of out- 
put actually estimated as likely to be 
realized in the current (single) accounting 
period based on anticipated sales and in- 
ventory requirements. It provides for al- 
location to the expected volume of product 
all of the overhead costs to be incurred in 
the accounting period whether or not there 
is contemplated the existence of some un- 
used plant capacity. 

(2) Average capacity is similar to ex- 
pected capacity; actually it is based on the 
expected total production for several (fu- 
ture) accounting periods (which may in- 
clude good and bad years), divided by the 
number of accounting periods to get the 
long-run average production or average 
rate of output per accounting period. It 
provides for allocating to the total product 
of the long-run period (made up of several 
accounting periods) all of the overhead 
costs incurred in this long-run. Assuming 
some expected fluctuation in the rate of 
output over this long-run period, there is 
included in the overhead rate the cost of 
unused capacity in at least some of the ac- 
counting periods involved. 

(3) Practical capacity is based on full 
utilization of plant facilities subject only 
to a reasonable allowance for normal 
breakdowns, loss of time, etc., that are 
unavoidable in practice. It does not pro- 
vide for the cost of carrying unused plant 
facilities resulting from inability to sell all 
the product that can be produced. 


b. Differences resulting from choice of ap- 
plication base 


(1) When expected capacity is used, all 
factory overhead will be absorbed unless 
(a) costs incurred vary from budgeted 
costs, or (b) actual production varies from 
expected production. 


(2) When average capacity is used, the 
results for the long-run period (made up of 
several accounting periods) tend to be the 
same as the results for a single accounting 
period under expected capacity. Presum- 
ably, however, in certain accounting pe- 
riods the average rate of output will be ex- 
ceeded, tending to result in over-absorbed 
burden, while in other accounting periods 
output will be below the average rate, 
tending to result in under-absorbed bur- 
den; of course differences between costs 
incurred and budgeted costs may also 
result in under- or over-absorbed burden. 
The net balance of under- or over-absorbed 
burden for the long-run period would tend 
to correspond to that resulting from the 
use of expected capacity. 

(3) When practical capacity is used, 
however, the cost of unused capacity has 
not been included in the overhead rate and 
any such cost tends to appear as under- 
absorbed burden. The balance in the over- 
head account, after elimination of the ef- 
fects of differences between incurred costs 
and budgeted costs, represents the cost 
resulting from operating below capacity— 
from the inability to sell all the product 
that could be produced. 


Summary comparison of bases 


Practical capacity tends to isolate the 
cost of under capacity operations (the 
cost of carrying unused plant facilities) 
which can be called to the attention of 
management. Both expected capacity and 
average capacity apparently assume as 
normal a certain amount of idle capacity 
and bury this cost by providing for it in 
the overhead rate and allocating it to the 
product. 


Number 10 
In an audit of the accounts of the ABC 
Company you find an account Allowance 


(Reserve) for Cash Discount on Sales with a 
credit balance of $4,000. 
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a. What is the nature of this account? 
Under what conditions would you as- 
sume that the account would be 
charged and/or credited? 

b. How would this account be classified in 
the financial statements? Why? 

c. What is the theoretical justification for 
using the procedure followed by the 
ABC Company? Give any objections 
which you see to the procedure. 


Answer 10 


a. Nature and treatment of Allowance (Re- 
serve) for Cash Discounts on Sales 


This account is quite similar to Allow- 
ance for Bad Debts. At the end of each 
period an estimate is made (based on ex- 
perience) of the cash discounts on the total 
credit sales of the period; this amount is 
credited to Allowance (Reserve) for Cash 
Discounts on Sales and charged to Cash 
Discounts on Sales. Actual discounts 
taken are charged to the Allowance ac- 
count. The balance of the account at the 
end of the period is an estimate of the 
amount of cash discounts still to be taken 
on receivables still to be collected. 

An alternative procedure, which should 
not change the amounts in the two ac- 
counts involved is to charge discounts taken 
during the period to Cash Discounts on 
Sales. At the end of the period an estimate 
is made of the discounts still to be taken 
on receivables still uncollected. Allowance 
for Cash Discounts on Sales is then ad- 
justed to this amount and an offsetting 
entry made to Cash Discounts on Sales. 


b. Statement presentation 


Like Allowance for Bad Debts, this ac- 
count is a contra-asset account, a “‘valua- 
tion” account to Accounts Receivable, and 
should appear on the balance sheet as a 
deduction from Accounts Receivable. The 
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balance extended, after deduction of both 
of these accounts, is an estimate of the 
amount of cash that is likely to be realized 
through collection. 


c. Justification and objections 


On the theory that the period of the 
sale should be credited only with the 
amounts actually to be collected (even- 
tually) as a result of the sale—that revenue 
and expense should be “matched”—there 
is as much reason to charge against the pe- 
riod of the sale an estimate of the amount 
of sales discount as there is to charge an 
estimate of bad debts. Furthermore, the 
accounts receivable item on the balance 
sheet reflects more accurately its net realiz- 
able cash value. 

There is only one really valid objection 
to this practice—materiality relative to 
other statement items and relative to the 
additional accounting cost. Since the dis- 
count period is usually very short, the 
estimate of discounts still to be taken at 
the end of the period is likely to be rela- 
tively small. Furthermore, aside from ma- 
jor seasonal fluctuations in sales volume, 
these estimates may not vary much from 
period to period. For these reasons the 
recognition of cash discounts in the period 
of collection is not likely to distort income. 

The fact that this method is not ac- 
ceptable for purposes of computing tax- 
able income may be a barrier to its use in 
accounting. 

The contention that a cash discount isa 
financial cost, and that it is there/ore 
properly chargeable to the period of col- 
lection, appears to be fallacious. An objec- 
tion that the amount is only an estimate 
is not impressive; so are most other ac- 
counting amounts. The method would ap- 
pear to be completely sound in principle; 
failure to follow it must be justified on 
practical considerations. 
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ASSOCIATION NOTES 


E. Burt AUSTIN 
(Eprror’s Note: Readers of this section are ry ae to send items eligible for inclusion in these columns to E. Burl 


Austin, Oklahoma A. and M. College, School of 


usiness, Stillwater, Oklahoma. At intervals, a routine request is 


mailed asking for this information, but readers need not wait for these communications.) 


HAWAII 
University of Hawaii 

Lee GLOVER retired September 1, 1956 after 
thirty-one years of university teaching in the 
field of accounting. 

Jaco ADLER of the accounting staff has been 
spending a year on sabbatical leave at Columbia 
University where he has worked to complete his 
studies for the Ph.D. degree. 

ARKANSAS 
University of Arkansas 

Forrest Hicers has left the staff to become 
assistant comptroller of IBM at Rochester, 
Minnesota. 

Leon P. Coox is on leave working on a Ph.D. 
degree at the University of Alabama. Coox 
recently passed the CPA examination. 

CLARK CHASTAIN has recently been added to 
the staff as assistant professor. He has finished 
his course work on the Ph.D. degree at the Uni- 
versity of Michigan. 


CALIFORNIA 
University of California at Los Angeles 


Harry Srmons has been promoted to the rank 
of associate professor. 

Sor BUCHALTER taught in the 1956 summer 
session. 


Claremont Men’s College 


Grorce Grpss discussed opportunities in the 
public accounting profession as a member of a 
panel discussion during the Seventh Annual Con- 
vention of the California State Chapter of Future 
Business Leaders of America in April. Others on 
the panel included Jonn A. TALLEY of California 
Electric Company, and Ropert E. CLEMENT of 
International Business Machines Corporation. 


FLORIDA 
University of Florida 
Cart T. Devine, who has been visiting pro- 
fessor of accounting during the current year, has 


been given permanent status in the department 
effective in September. 
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Rosert has gone to the University 
of Ceylon to teach accounting on a Fulbright 
Fellowship. 

James S. Lanna spoke to the first meeting 
of the South Florida Chapter of the NACA in 
Miami in April on the subject of the account- 
ant’s contribution to management policy. 


IDAHO 
College of Idaho 


Epwarp R. ALLEN has been appointed assist- 
ant professor of business administration for the 
1956-57 academic year. ALLEN comes to this 
appointment from Parsons College in Iowa. 


IOWA 
State University of Towa 


Howarp C. LaunsTEIN, formerly of Michigan 
State University, has been appointed assistant 
professor. 

Other recent appointments as instructor in- 
clude E. DuANE CLARKE, Dona.p J. Koxar, and 
RAYNARD M. SOMMERFELD. 

The third annual tax and accounting confer- 
ence, sponsored jointly by the College of Com- 
merce and the Iowa Society of CPAs, is scheduled 
to be held in Iowa City on October 4 and 5. 
Dante, L. SwEENEY is in charge of the con- 
ference. 


KANSAS 
University of Wichita 


New staff members beginning in the September 
term are R1IcHARD H. HoMBuRGER, associate pro- 
fessor, who came from West Virginia State Col- 
lege; Louis H. GILEs, JR., instructor, who came 
from a local accounting firm; and Norman E. 
FULLER, assistant professor, who came from a 
local public accounting firm and who formerly 
taught at the University of Kansas. _ 

H. C. KRvEGER was promoted to associate 
professor last spring. 

The First Annual Petroleum Accounting Con- 
ference, held on the campus in April, was a success 
with 210 persons attending. 
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LOUISIANA 
Tulane University 


The Sixth Annual Tulane Tax Institute will 
be held on the campus November 14 through 17, 
1956. 

MICHIGAN 


Michigan State University 


CHARLES LAWRENCE has completed a research 
project on a study guide for beginning account- 
ants for the Michigan Association of CPAs. 

Rotanp F. SALMONSON completed the require- 
ments for his Ph.D. degree at the University of 
Michigan. 

James Don EpwWarDs was promoted to the 
rank of associate professor. EDWARDs conducted 
the accounting section for a savings and loan 
Management course. 


MISSOURI 
Saint Louis University 


EDWARD J. SCHMIDLEIN, JR., has been ap- 
pointed director of the department of accounting, 
effective September 1. 

Joun J. Lane, who has served as director of 
the department since 1928, will become director 
emeritus. Under present arrangements, LANG will 
continue to direct graduate courses in accounting 
and will also engage in research projects in this 
field. 

NEW YORK 


Long Island University 


The following members have been selected to 
serve on special committees of the New York 
State Society of CPAs for the year 1956-57: 
JosepH H. Dworetsxy, State Tax Committee 
and Committee on Chapter Extension; Lro 
ScHLoss, Committee of Members in the Field of 
Education and Committee on Problems of the 
Individual Practitioner; WoriTzER, Com- 
mittee on Admissions, Committee on Membership 
and Committee on Problems of the Individual 
Practitioner. 


The City College of New York 


EMANUEL SAXE has been appointed Dean of 
the Bernard M. Baruch School of Business and 
Public Administration as of September 1, 1956. 

STANLEY B. Tunicxk has been elected Chairman 
of the Department of Accountancy to succeed 
SAxE, effective September 1, 1956. 


Columbia University 


James L. Dour has been relieved of his teach- 
ing duties in the Graduate School of Business in 


order to serve as special assistant to the president 
of Columbia University. 


Cornell University 


HAROLD BIERMAN, JR., has joined the staff, 
coming from the University of Chicago as Visiting 
associate professor. 


OHIO 
Ohio State University 


RIcHARD V. NorTHRUupP has accepted appoint- 
ment as assistant professor beginning in the fall, 
1956. He was formerly associated with Haskins 
& Sells in their Cleveland office. 

Jack J. KEMPNER has accepted a position as 
associate professor at Montana State University, 
He has been serving as an instructor here while 
studying for a Ph.D. degree which he received 
in June, 1956. 

Wittram R. MATTHIEs begins duties this fall 
as an associate professor at Portland State College 


OREGON 
Oregon State College 


Vance C. Crapp, formerly of Swift and Com- 
pany in Denver, has been added to the staff. 


PENNSYLVANIA 
University of Pittsburgh 


New appointments include Cuartes L. 
CooPeER as assistant professor. 

Mark A. PLivEtic and FREDERICK BLACK 
have resigned from the staff. 

Recent promotions include WILLIAM E. CoLe- 
SAR to associate professor, Louis A. WERBANETH, 
Jr., to associate professor, WILLIAM W. FRASURE 
to full professor, James H. Rosse t to full pro- 
fessor, and GILForD FRAZEE to assistant profes- 
sor. COLESAR and FRASURE have each been ap- 
pointed to the Education Committee of the Pitts- 
burgh Chapter of the Pennsylvania CPAs. 

RayMonp R. spent the summer on a 
faculty fellowship with the accounting firm of 
Touche, Niven, Bailey and Smart. 

CuHar es L. Cooper was on a faculty fellow- 
ship during the summer with Jones and Laughlin 
Steel Corporation. 

W. Frasure gave several lectures 
at the Westinghouse Electric Corporation grad- 
uate student training course. 


University of Pennsylvania 


Tuomas A. Bupp has been appointed chairman 
of the department io serve during the absence of 
Rurus Wrxon, who is serving a two-year assign- 
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Association Notes 


ment in the Institute of Public and Business 
Administration, University of Karachi, Pakistan. 

ApotpH Mazz is presently serving as project 
director for a group of European professors who 
are staying in this country for a year under the 
auspices of the AACSB. 

ArtHur D. MAxweELt has been elected gover- 
nor of the Philadelphia Chapter of the Institute 
of Internal Auditors. 


UTAH 


University of Utah 

Rotanp W. Funk, formerly of the University 
of California at Los Angeles, has joined the staff 
as associate professor. 
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College of William and Mary 


In a special commemorative program in Sep- 
tember the College was presented busts of JoHN 
MARSHALL, JoHN WyrHe, and Sim WILLIAM 
BLACKSTONE, an event which signified the ad- 
vent of a new program and the creation of a chair 
of taxation at the College. 


WASHINGTON 
State College of Washington 


Tueopore R. SALDIN will teach for the coming 
two years at the Hailey College of Commerce, 
Lahore, Pakistan, under the faculty exchange 
program sponsored by the Foreign Operations 
Administration. 
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MACKENZIE, Fundamentals of Accounting, rev. ed 


BOOK REVIEWS 


ARTHUR M. Cannon, Editor 


Accounting 


MAsON, STENBERG, NIVEN, Elementary Accounting, 2nd ed........... 


Scumipt, Accounting I 
WHELDON, Cost Accounting and Costing Methods 
MIKESELL, Governmental Accounting, rev. ed 
LassER, J. K. (editor), Standard Handbook for Accountants 


MavreEr, Great Enterprise 
CONTROLLERSHIP FOUNDATION, Electronics in Business 
Report by the British Specialist Team on Industrial Engineering to the 


British 


Taxes 


RoyAL COMMISSION ON THE TAXATION OF PROFITS AND INCOME, 


Final Report 


FEDERATION OF BRITISH INDUSTRIES, Taxation of Profits and In- 


CALIFORNIA Society oF C.P.A.s, Sixth Annual Tax Accounting Con- 


ference 
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Accounting 


Donatp H. Mackenzie, The Fundamentals of Account- 
ing (New York: The Macmillan Company, 1956, pp. 
xv, 742, $6.00). 


A revised edition of a textbook is rarely exciting; one 
does not expect the author to have ideas that are radi- 
cally different than when the first edition was written. 
Mackenzie’s book is no exception; Professor Raymond 
Dein’s excellent review of the first edition in the July, 
1946 AccoUNTING REvreEw (a preliminary edition was 
used at the University of Washington from 1941 to 
1946) can be read with profit by anyone seeking an 
evaluation of the present edition. This review will there- 
fore concentrate on the changes that were made by the 
author in this revision. Despite his untimely death 
prior to the publication date, Mackenzie had read galley 
proof; the task of reading page proof and preparing the 
solutions manual was assumed by Professors Lauren 
Walker and Dale Harwood of the University of Wash- 
ington. 

The distinctive feature of this beginning accounting 
textbook is the cost and revenue approach. The author 
does not start with the balance sheet nor with transac- 
tion analysis but with revenue, costs, expenses and the 
profitand loss statement. In chapter two, the student en- 
counters depreciation and inventory problems, learns 
that profit can only be estimated until all assets are 
converted into cash, and that most assets are costs to 
be assigned to future periods. This is anything but easy 
material for the beginning student, but Mackenzie does 
an excellent job of simplifying it for him. This chapter 
also includes a good discussion of the relationship be- 
tween cash and profit. 

Once past the first two chapters, the text proceeds in 
a more orthodox fashion. It is simply written but it 
never avoids a difficult problem or approaches it mech- 
anistically. 

In the earlier edition, Mackenzie deducted sales dis- 
counts from sales; in the current edition, bad debts are 
also deducted. This is defended by defining the resultant 
net sales as a “close approximation of the cash that the 
sales will provide.” 

The control account is used from the start; the earlier 
edition used separate accounts for each customer and 
creditor in the earlier chapters. Introduction of the 
journal is delayed to chapter nine (after adjusting and 
closing entries are covered) but contrary to the pattern 
of the earlier edition, the general journal is introduced 
prior to the special journals. 

There is a greatly expanded treatment of inventories, 
the earlier edition being quite weak on this subject. 
Depreciation coverage is expanded, largely due to the 
effect of the Internal Revenue Code of 1954, The author 
has little sympathy for the use of LIFO or accelerated 
depreciation but does advocate the use of a repair re- 
serve (called Accumulated Repairs). 

_ Deletions made in the process of revising the book 
include: illustrations of actual financial statements, 
explanation of the U. S. rule and mercantile rule on 
interest, illustration of “scientific” amortization of bond 
discount, and discussion of the treatment of unamortized 
bond discount on bonds that are refunded. 


In addition to the cost-revenue approach, the book’s 
emphasis on managerial use of accounting is distinctive. 
This material (with the exception of a chapter on “The 
Use of Revenue and Expense Data”) is at the end of the 
volume and makes up approximately 10% of the total 
pages. The student is introduced to fixed and variable 
costs, the distinction between out-of-pocket costs and 
book charges, differential costs, break-even analysis 
(algebraic and graphic), and static and flexible budgets. 
These concepts are used in analyzing such business 
problems as dropping (or adding) a product or depart- 
ment, determination of volume of output, pricing, make 
or buy decisions and decisions on replacement of equip- 
ment. The approach is simplified, but the result is that 
the student is not left with the idea that accounting is a 
problem of recording for recording’s sake. Similarly he 
will not feel that he moves from one world to another as 
he moves from accounting to economics, even though 
Mackenzie maintains that the “two fields are quite 
different.” The problems in this section of the book are 
very satisfactory for an elementary text. 

In general the problems, particularly those in the 
earlier portion of the book, are quite unsatisfactory. 
Persons familiar with the earlier edition will recall that 
many short problems were included, many of which 
might well have been labeled questions. The problems 
in this edition are longer, but there is a lack of variety. 
The names, dates and amounts are different, but no new 
ideas are encountered when the second problem is as- 
signed. It is unfortunate that this weakness exists, for 
this is a very high quality textbook. The impossibility 
of future revisions by Mackenzie will be a loss to ac- 
counting literature. 

Cart L. NELson 
Professor of Accounting 
University of Minnesota 


Perry Mason, GEorGE STENBERG, WILLIAM NIVEN, 
Elementary Accounting, Second Edition (Brooklyn: 
The Foundation Press, 1956, pp. x, 973, $6.25). 


Mason, Stenberg, and Niven’s Elementary Account- 
ing, published in 1951, was designed to meet the needs 
of an elementary accounting course at the freshman 
level. That the objective was achieved is evidenced by 
the enthusiastic reviews which followed its publication. 
The reader will notice only minor revisions in this sec- 
ond edition. 

Those familiar with the book will find the treatment 
of the bookkeeping cycle expanded by one additional 
chapter and the introduction of some of the newer de- 
velopments in accounting such as the declining balance 
method oi depreciation. The other revisions take the 
form of some shifting of the material. The chapter on 
cash control and the voucher system has been moved 
from the first to the second half of the text and the 
questions and problems now follow each chapter. The 
longer problems, characterized as laboratory problems in 
the first edition and now referred to as practice problems, 
are retained as a separate section following the text 
discussion. Both sets of exercises have been up-dated 
without loss in quality. 
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For those not familiar with the text, the introductory 
chapter deals with accounting and its significance fol- 
lowed by an explanation of the forms of business organ- 
ization. Having erected this institutional framework, 
the authors devote the next five chapters to the develop- 
ment of the basic bookkeeping cycle using the conven- 
tional balance sheet approach. Since the reader has been 
introduced to adjusting entries as early as Chapter 4, 
he is ready to receive the rationale of the worksheet as 
a tool to accumulate the effects of internaliy generated 
“transactions” on the accounts. This is accomplished 
in Chapter 7, 

Chapter 8 takes up the special problems of purchase 
and sale of merchandise following which the authors 
return to the bookkeeping process with a commendable 
treatment of controlling accounts and special journals. 
In Chapter 9 the most common methods of handling the 
controlling account system are lucidly explained, i.e. 
detailed journal entry and posting, direct posting to 
subsidiary ledgers, and the file of memoranda as the 
subsidiary ledger. 

At this point the authors digress to explore the 
labyrinths of payroll and sales taxes in Chapter 10 
and notes and drafts in Chapter 11. They then return 
to the development of the accounting cycle with a more 
detailed consideration of adjusting entries, the work- 
sheet, and the construction of financial statements. 

To this reviewer these first fourteen chapters make 
this book a distinct contribution to an overcrowded 
field. The authors place the emphasis on the logic of 
the accounting process rather than on the memorization 
of the procedural aspects of transaction analysis. 

Several other commendable features of this section 

should be noted at this juncture. In the first place the 
student’s attention is constantly called to the documents 
and other memoranda that underly accounting trans- 
actions by means of liberal illustrations of various forms 
and the context in which they are used. Secondly, by 
introducing the three main forms of business organiza- 
tion at the outset, the student is made aware of both 
the similarities and differences in the accounting process 
for net worth as he is being guided through basic proc- 
esses. 
The second half of the volume opens with a chapter 
on “principles” of accounting, a topic which perplexes 
even advanced students. However, since it is a self- 
contained discussion, it could be omitted from the course 
and the student led directly into the second half of this 
chapter which takes up the problem of revenue realiza- 
tion and expense recognition. 

The discussion of cash and the voucher system from 
the point of view of internal control brings life to these 
pedestrian topics in Chapter 16. The next four chapters 
complete the accounting for assets and liabilities. There 
then follow two chapters each on corporations and 
partnerships. The section on accounting for manufac- 
turing enterprises is introduced with a chapter on the 
nature of production cost accounts, followed by two 
chapters on cost accounting. 

In the concluding chapters the authors return again 
to the end product of the accounting process, the finan- 
cial statements. Chapter 28 takes up classification and 
terminology by surveying a group of recently published 
annual statements. This chapter also includes a brief 


treatment of consolidations and fund statements. The 
book concludes with the analysis and interpretation of 
financial statements in Chapter 29. 

Even in a text as well written as this, minor errors 
and differences of opinion are inevitable. Some readers 
may disagree with the order in which topics are pre- 
sented. In addition the continuity of transaction analy- 
sis seems to be interrupted by the chapter on notes and 
drafts. But these criticisms are more than offset by the 
clarity of writing, the appeal to reason rather than mem- 
ory, the realistic illustrations and examples, and the 
completeness of coverage. Students at both the fresh- 
man and sophomore level should find profit and enjoy- 
ment in working with this volume. 

Morton F. Moss 
Assistant Professor of 
Business Administration 
University of Oregon 


Leo A. Scumupt, Accounting I (New York: American 
Institute of Banking, 1956, pp. 287). 


This text is published by the American Institute of 
Banking for their curriculum. It is not for sale or general 
distribution. 

The preface states the banker’s need for a knowledge 
of accounting in the following words: “. . . the banker 
must be alert to utilize and interpret the information 
made available to him by the accountant ... and he 
should be equipped to suggest the kinds and types of 
records ordinarily maintained both for business and for 
personal needs.” ‘‘Accounting is one of the three great 
fields of learning that underlie the banking business. 
Law and economics are its companion fields...a 
knowledge of accounting is fundamental to any career 
in banking.” 

Having defined the need, the book in a simple, lucid 
manner meets that need. Several chapters complete 
with charts showing the flow of transactions through the 
accounting system develop accounting as an exercise 
in logic designed to present a thorough and graphic 
record of the business venture, its strengths and weak- 
nesses. 

The first section, “Management and Business In- 
formation” opens with a discussion of management’s 
responsibility to make decisions where alternate courses 
of action are open and the responsibility to police the 
economic performance of its units. The need for perti- 
nent and reliable information to discharge these re- 
sponsibilities is met by the accountant in the exercise 
of his duties. 

The accountant’s twin tasks, that of picturing the 
financial status of the business at a particular time and, 
that of recording the history of the business for a 
measured period are summarized and presented for 
management use in the statement of condition and the 
statement of income. 

Successive chapters discuss the mechanics involved 
in collecting the data for these two reports. 

The inherent balance of the accounting situation is 
examined through the study of various transactions and 
an analysis of their plus or minus effect on the statement 
of condition and the statement of income. Entries re- 
cording these transactions are grouped by accounts, 
recorded in the ledger and tested by the trial balance. 
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Management needs and the variations in types of 
businesses dictate a more elaborate system than that 
discussed to this point. The expansion of the capital 
account to classify items of expense and income as they 
occur, the handling of merchandise transactions for 
small unit-large volume sales and the supplementary 
items affecting these transactions, and finally, the ad- 
justments of expense and revenue accounts to reflect 
the actual conditions for the business period are exam- 
ined, justified and fitted into their proper places in the 
accounting system. 

Theoretically the author has now presented the story 
of accounting completely. Every possible type of trans- 
action can be recognized and recorded in accounting 
terms for management’s use. However, the exposure 
of the accounting system to the great volume of trans- 
actions met in modern business necessitates an inde- 
pendent realm of study. 

The second section, “Management and the Large 
Volume Problem” meets this problem with an examina- 
tion of the original record function and the journal 
function. 

The author introduces the subject of journals with: 
... “after its recognition in the daybook stage, any 
bit of information may be followed as it enters the 
journal phase or function. In any practical bookkeeping 
system, the journal as a written record may take an 
apparently endless variety of forms, but one essential 
feature is always found. It is the analysis of the factual 
data into its debit and credit effects. The performance of 
the journal function requires a knowledge of the basic 
accounting relationships which enable the bookkeeper 
accountant to decide which accounts are involved and 
how the pluses and minuses fall.”” He then discusses the 
form of journals, control accounts and subsidiary ledger 
relationships. 

The specialized journals developed to meet the need 
for summarization and the voucher system developed 
for economy of effort are each considered in separate 
chapters. 

Finally, the utilization of the work sheet to gather 
all the accounting facts for the period and to perform 
those special tasks incident to the end of the period is 
described in detail. 

This book has been planned to present the fundamen- 
tals of accounting to students who will use the records 
of accounting rather than make them. It should serve 
well in this capacity. 

Mitton D. BELL, Jr. 

Baton Rouge, Louisiana 


Harotp J. WHELDON, Cost Accounting and Costing 
Methods, Ninth Edition (London: McDonald & 
Evans, Ltd., 1948, pp. xvii, 539). 


This text has already gone through the sixth printing 
of the ninth edition and deservedly so, for it is an un- 
usual text. It has the remarkable quality of being at 
the same time both a model for instruction and a refer- 
ence volume. 

In recent years there has developed a trend in think- 
ing concerning cost accounting instruction which looks 
askance at detailed cost accounting procedures and 
techniques. The feeling seems to be that where stress is 


laid upon such subjects as the movement of materials 
the allocation of labor 2nd overhead cost, or the routines 
of job or process cost accounting, education for cost 
accountancy is subordinated to procedure and tech- 
nique. The fear is that the student will become so in- 
doctrinated with technique that he will be unable to 
adjust himself to cost accounting problems to which 
the technique does not specifically apply. In part, 
this is due to those who tend toward the extreme in 
their effort to portray the varied usefulness of cost 
accounting. 

This text forthrightly recognizes that the most signif- 
icant uses of cost accountancy lie in its role of measur- 
ing, and in the realm of cost control. Techniques of cost 
accounting have definite applicability to product cost- 
ing and cost control, and this text gives them prime 
stress. 

The broad scope of Cost Accounting and Costing Meth- 
ods is indicated in subtitles of the various chapters. 
Some of the topical headings of Chapter I “Introduc- 
tion” are: Costing Essential to Industrial Control, 
Costing in Periods of Trade Depression, Costing and 
Government Controls, Cost Accounting and Price 
Fixing, Estimates and Costs, Statistics and Costs, De- 
sirable Conditions for a Costing System, Standard 
Costs and Budgetary Control, Uniform Costing, Mech- 
anised Cost Accounting, and Costing Terminology. 
These are covered in 8 clear-cut, well-written pages! 

Where Chapter I introduces the reader to the field 
of cost accounting, Chapter II “The Elements of Cost 
and Methods of Costing” gives a comprehensive intro- 
duction to technical aspects of costing and costing meth- 
ods. Included in these pages are introductory discus- 
sions of costing administrative, distribution, and selling 
expenses. It is interesting to note that whereas other 
works of similar length introduce the problem of cost 
accounting for these expenses in an early chapter and 
then happily ignore them throughout the remainder of 
the book, this text definitely at appropriate points re- 
turns to the problem of accounting for non-manufactur- 
ing costs. See, for example, Chapter IX, “The Classifi- 
cation of Overhead,” pp. 125-126 and pp. 129-130. 

Chapter III brings in materials missing from most 
American cost accounting texts, an introduction to the 
organization for factory management. It is most brief, 
but it is well done. Chapters IV through XII represent 
complete discussions of material, labor and overhead 
costing. Included is a thorough chapter on wage incen- 
tive plans often omitted by lighter works. In so far as 
technique is concerned, the chapters on overhead are 
excellent. Furthermore, a good discussion is given of 
fixed-variable costs, depreciation, obsolescence, and 
interest on capital. 

The overhead chapters and later standard costs 
chapters are notoriously weak with respect to certain 
conceptual problems. Nowhere is there given an ade- 
quate discussion of the meaning of normal overhead, 
whether it is to be construed to represent a seasonal 
average, a cyclical average, or merely a particular level 
of output. Discussions of service department account- 
ing do not advance beyond similar discussions given in 
cost texts at the turn of the century. Specifically, al- 
though the feasibility of employing two bases for the 
distribution of overhead cost to product or unit of serv- 
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ice is raised, one for the fixed and the other for the 
variable, no discussion is given concerning the applica- 
bility of this technique to service department account- 
ing. No mention is made of “sold hour” accounting so 
we)' developed, for example, in Henrici, Standard Costs 
for Manufacturing. 

Chapters XIII through XXIII include some of the 
outstanding discussions contained in this work. Job, 
process, and operation cost accounting are given a most 
thorough elucidation. The author has an unusual knack 
of working into his presentations illustrations from prac- 
tice. Even though the reader’s plant experience has been 
most limited, he cannot help with study to become famil- 
jar with cost accounting for a variety of enterprises: 
petroleum distillation, coal carbonization, machine- 
envelop manufacture, iron foundry, motor transport 
costs, and others. 

Chapters XXVI, XXVII, and XXVII deal with 
mechanized cost accounting stressing punched card 
machinery and methods. Applicability of machine 
methods is rather exhaustively explored. The content 
of Chapter XXIX is self-evident from its title “Graphic 
Presentation of Facts, Statistics, and Budgets.” The 
discussion on graphic presentation is above average. 
The discussion of budgeting, however, covers only the 
static budget and then most meagerly—two pages in 
all. Flexible budgeting is virtually ignored not only in 
this chapter but throughout the book. 

In Chapter XXX on municipal costing the intriguing 
problem of selecting the proper unit bases for municipal 
costing is surveyed. The question of the use of standards 
is raised. A number of outstanding illustrative discus- 
sions on municipal cost accounting are given. 

This text would be suitable for a one-:~ nester course 
in cost accounting where the teacher wished to stress 
the more traditional objectives of cost accountancy as 
applied to industrial enterprise. Where used on a one- 
semester basis, some materials would need to be omitted. 
The standard cost chapters would be adequate for a 
one-semester course in cost accounting. In any case, 
however, the teacher would wish to bring in supple- 
mentary materials concerning the role of the cost ac- 
countant and concomitant problems in the manage- 
ment-decision area. On a two-semester basis, the text 
would need heavy supplementation on standard costing 
and decision-making costs. Also, reference to some other 
work for a full-fledged discussion on distribution and 
administrative cost accounting would be required. 

Despite any adverse criticisms made, the reviewer 
would like to emphasize that this is an outstanding book. 
It has a place in the library of teachers of accountancy 
and practicing accountants. 

L. J. BENNINGER 

University of Florida 


R. MERRILL MIKESELL, Governmental Accounting, Re- 
vised Edition (Chicago: Richard D. Irwin, Inc., 1956, 
pp. xiii, 738. $6.75). 


The author’s stated purposes in revising this text 
were to incorporate the new recommendations of the 
National Committee on Governmental Accounting, 
to clarify and otherwise improve subject matter of the 
original text and problem material, and to add a sub- 


stantial number of new problems. The result is that g 
very good text has been brought up to date and im. 
proved. 

The major portion of the revised edition reflects the 
principles and procedures, as well as the account clasgi- 
fication, set forth by the National Committee in Mumic. 
ipal Accounting and Auditing (1951) and in A Standard 
Classification of Mumicipal Accounts (1953). However, 
the author displays a healthy knowledge that the 
National Committee’s recommendations are not always 
followed in practice, an example of which is his recog. 
nition that actuarial-type sinking funds are diminish- 
ing in importance. This writer happens to be familiar 
with one state in which sinking funds have been map- 
aged reasonably well without ever resorting to the un- 
realistic assumption of earning interest on investments 
at a given rate compounded. Material for the author’s 
two chapters on institutional accounting, for schools 
and hospitals, has been drawn from other authoritative 
sources. 

From test comparisons of the first and revised edi- 
tions it appears that the author has not needed to do 
extensive rewriting for clarification purposes. Some of 
the problem material has been revised and some new 
problems have been included, although much of the 
problem material remains the same. Question and prob- 
lem materials are plentiful. Additions have been made 
to the extensive listings of reference material. Some new 
illustrative material has been included. 

The changes that have been made do not reach to 
the fundamental structure of the book. The revised 
edition contains the same chapters, with little change in 
topics, and the same appendices. However, the sequence 
of the chapters on Trust and Agency Funds and on Sink- 
ing Funds has been reversed. 

Although the author of a standard text undoubtedly 
is under no obligation to take the lead in new develop- 
ments, Professor Mikesell’s meager enlargement upon 
the subject of performance budgeting is disappointing. 
This embryo development is a step toward the expense 
control techniques which have already reached maturity 
in business budgeting, a source from which material 
could be adapted if advanced applications from govern- 
mental practice are not yet available. However the 
author has provided some bibliographical references to 
material on this subject. 

This is a book which can be unhesitatingly recom- 
mended for educational purposes. It is representative of 
the best approach to preparation for A.I.A. examination 
problems in this field. To the practitioner it may repre- 
sent a model of what ought to be, but he will be more 
immediately concerned with the controlling statutes 
and court decisions in his particular state. 

Orne. D. WESTFALL 
Professor of Accounting 
University of Oklahoma 


J. K. Lasser Tax InstiTuTE, Editors, Standard Hand- 
book for Accountants (New York: McGraw-Hill Book 
Company, Inc., 1956, pp. xv, 1405, $15.00). 


J. K. Lasser’s Standard Handbook for Accountanis is 
the product of 62 persons—educators, accountants, 
lawyers, engineers, financial consultants, and business 
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managers. The book is described on its title sheet as 
“_ modern encyclopaedia of auditing, cost control, 
management, systems design, forecasting, operation of 
the accounting office, and other phases of business 

ing.”’ In a more modest vein, the editors state the 
book is designed to cover “‘(1) the proper procedures in 
the accountant’s operations as an efficient economic 
unit, and (2) the proper procedures in his functional 
relationships with his clients.” 

Sydney Prerau, the director of the J. K. Lasser Tax 
Institute, points out in the preface that this work was 
conceived by J. K. Lasser in the last years of his life. 
Lasser was convinced that the accountant today must 
be regarded as the indispensable associate of the business 
manager—the occupant of a permanent seat at the sum- 
mit-level conference. Accordingly, the book was planned 
as a vehicle for a re-evaluation of the practices and 
procedures of the accounting profession as well as a tool 
of current usefulness. 

Included in the 68 papers are eight that represent 
textbook condensations and excerpts. Original papers 
range in length from two pages to 55 pages and take up 
close to a total of 1,000 pages. Textbook condensations 
and excerpts range from 14 pages to 106 pages and con- 
sume a total of approximately 400 pages. 

The book is divided into nine sections. A description 
of the text content follows: 

I. Public Accountants’ Office Operation—13 papers de- 
scribing: the growth of the profession; services and 
responsibilities of the profession; accounting, records, 
and statements for the CPA’s office; training staff ac- 
countants; promoting loyalty in personnel; incentive- 
pay plans; fixing fees; library and research facilities; 
year-end work problems; services in the small commun- 
ity. 

II, Management of the CPA Audit.—14 papers describ- 
ing: planning the audit (a condensation of Arthur W. 
Hanson’s text, Auditing: Theory and Its Application); 
audit programs, and techniques; audit of small busi- 
nesses; planning and supervising the large audit; audit 
confirmations; written representations to auditors; 
use of client’s help in the audit; statistical probabilities 
in auditing; independence in auditing; audit working 
papers (a condensation of Maurice E. Peloubet’s text on 
this subject). 

III. Planning Special Audits for Business—3 papers 
describing: reports on proposed business purchase; 
reports on studies of internal control; audit of efficiency 
of management. 

IV. Designing Systems and Controls—11 papers de- 
scribing: designs for effective records; prevention of 
defalcations; effective budgetary practices; systems in- 
stallation; systems for expanding business; bookkeeping 
machines; duplicating systems; design and control of 
business forms (a condensation of Frank M. Knox’s text 
on this subject). 

V. Designing CPA Reports.—13 papers describing: re- 
ports for bankers, credit men, stockholders, employees, 
management, public officials; the funds statement; 
break-even statements; consolidated statements; re- 
ports for small business; interim reports; charting; com- 
ments on financial statements; accountants’ opinions. 
VI. SEC Reporting.—A single paper describing S.E.C. 
reporting requirements. 


VII. Financial Statements and Ratio Analysis.—A single 
paper representing a condensation of Roy A. Foulke’s 
text on this subject. 

VIII. Business Forecasting.—A single paper being a 
condensation of Frank D. Newbury’s text on this sub- 


ject. 

IX. Basic Fundamentals:—1i1 papers describing: in- 
ternal auditing; inventory practices and reporting; de- 
preciation; distribution costing; estate accounting; 
municipal accounting; accounting fundamentals (a con- 
densation of the text by George A. McFarland and 
Robert D. Ayers on this subject); cost accounting (a 
condensation of James H. Marchs’ text on this subject) ; 
how to present statistics (an excerpt from the text by 
James G. Smith and Acheson J. Duncan, Elementary 
Statistics and A pplications). 

Recent years have witnessed the publication of a 
number of “handbooks for accountants.” There was the 
Accountant’s Handbook in 1947, the Corporate Treasurers’ 
and Controllers’ Handbook in 1950, the CPA Handbook 
in 1953, the Handbook of Accounting Methods in 1954, 
the Industrial Accountant’s Handbook in 1954, the 
Handbook of Modern Accounting Theory in 1955, and 
now the Standard Handbook for Accountants. Certain 
books in this listing may be considered genuine guides 
or manuals offering detailed information over a wide 
area of theory and practice. Others in the list comprise 
a series of narrative presentations similar to those one 
finds in texts and in the accounting journals. The 
Standard Handbook for Accountants falls into the latter 
category. It would seem that a “Readings” title rather 
than “Handbook” would more accurately designate 
books of this class. 

The Standard Handbook makes its chief contribution 
in the first five sections of the book. These sections pro- 
vide an analysis and description of the operation of the 
accountant’s office, the development of a practice, and 
the practices and procedures that are followed in render- 
ing accounting, auditing, tax, and advisory services to 
management. In the last four sections, however, one 
finds the discussion moving over a wide range of topics 
with an absence of order or integration. The last section, 
Basic Fundamentals, would appear to be a “catch-all” 
affair where one encounters such different matters as a 
description of basic accounting processes, a summary of 
basic cost accounting procedures, a discussion of inter- 
nal auditing, a description of the accounting for estates 
and trusts, a summary of the principles of municipal 
accounting, a statement on graphic presentation of 
statistics, and papers on depreciation, inventory report- 
ing, inventory practices, and the development of a 
price index for LIFO inventory valuation. 

One can raise serious question to the practice of 
condensing a variety of textbooks for inclusion in the 
Handbook. A textbook is a teaching device, and major 
surgery—the reduction of its content by 80%-95%— 
may leave very little that is useful or comprehensible 
to one seeking either maturity in a subject or simply 
an answer. Equally serious question can be raised to 
certain materials that were selected for condensation. 
Eighty-five pages are devoted to the condensation of a 
first-year textbook in accounting. One would assume 
that the practitioner for whom the Handbook is intended 
will possess a satisfactory background in bookkeeping 
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and accounting fundamentals, and in resolving questions 
of theory and practice will prefer to refer to A.I.A. ma- 
terials and other authoritative sources rather than to a 
condensation of an accounting fundamentals text. 

In addition to certain textbook condensations there 
are several other sections in the Handbook that might 
reasonably have been omitted. Sections on consolidated 
statements, estate accounting, and municipal account- 
ing are largely digests of materials that appear in stand- 
ard textbooks dealing with these subjects. The practi- 
tioner encountering questions in any of these areas can 
be adequately served only by reference to a full state- 
ment of the applicable procedures. 

While one can question certain matters of form, 
content, and organization, one must still be impressed 
by many elements of high merit that are found in the 
book. Papers are without exception the works of per- 
sons with high skill and lengthy experience, and ma- 
terials abound with ideas and conclusions distilled from 
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wide practice. Throughout the work, there is a fresh 
emphasis on the opportunities that are afforded the 
profession in expanding areas of service to manage. 
ment. A number of papers offer the results of intensive 
research and analysis in particular phases of accounting 
method and operation. Papers are clearly and concisely 
written, and frequently include documentation and 
bibliographies. 

While the book is offered to serve a reference func- 
tion for practicing accountants, it will also serve as a 
highly valuable orientation device for the person just 
entering upon a career in accounting. This party, in 
reading sections of the book in their entireties, will gain 
a real feel of the profession—its services and practices, 
its problems, and its challenge. 

Harry Simons 
Associate Professor of Accounting 
University of California, Los Angeles 


General 


HeERRYMAN Maver, Great Enlerprise (New York: The 
Macmillan Co., 1955, pp. 303, xi, $5.00). 


Here is a remarkable and important book and a 
“must” for proponents and opponents of a free enter- 
prise society. The declared objective, according to the 
blurb on the jacket, is to guide an intelligent reader toa 
truer appreciation of the present day corporation—its 
functions, its structure, its problems, its influences and 
its future. A large corporation, according to the author, 
is a rationally planned organization of laborers and in- 
vestors arranged for the purpose of producing a good or 
service which, it is hoped, society will want. 

When enterprise is small it will be managed by its 
owners whose objective is apt to be maximization of 
profits. But Mr. Mauer does not believe that profits 
have always been the sole or even the most important 
motivating factor of entrepreneural behavior. In early 
America “venturesomeness” was a common motive. 
One of the commandments of the Puritans was “to work 
hard and get rich for the glory of God.” The Quaker 
emphasis in speaking the truth contributed the idea of 
single price and the practice of honest labeling of mer- 
chandise. The point is that prior to 1860 the psychologi- 
cal motivation of economic activity was based upon 
assumptions different than those of classical economy. 

Then came a period of big business growth during 
which promoters sought money profits by buying out 
or squeezing out competitors. During this period Ameri- 
can enterprises grew larger and larger until owner- 
management became impractical. 

Many years ago Adam Smith advanced the hypothe- 
sis that property used in production is never efficiently 
managed unless it is subject to the direct control of its 
owners. Mr. Mauer does not believe that Smith’s hy- 
pothesis applies to modern large American corporations. 
These corporate giants are directed by hired managers 
who have become increasingly conscious of their re- 
sponsibilities. They are not motivated by the classical 
economists’ profit maximization. For one thing they 
have no profits of their own to maximize. They work for 


salaries and their prime motive is to stay on the paryoll. 
This they accomplish only by doing a good job. 

Neither do they work for fame, social position, or to 
exercise power. Modern corporate managers are anony- 
mous as is evidenced by the fact that The Columbia 
Encyclopedia of 1950 while mentioning painters, schol- 
ars, writers, politicians, baseball players, and ice skaters 
contains no life sketches of the presidents and chairmen 
of the boards of such corporations as General Motors, 
General Electric, American Telephone and Telegraph 
Co., and Sears Roebuck. As for wielding personal power, 
today’s corporations are managed by decision-making 
groups and not by decision-making individuals. 

The author had access to a study made by Fortune 
of the background of 900 corporate managers. The 
typical manager was found to be a son of a business 
man and to have attended college where he majored in 
business administration or science. He joined his pres- 
ent company while he was still in his twenties and he 
has served it for an average of thirty years. His compen- 
sation is in the neighborhood of $80,000 and only one 
manager out of eight has worked for more than one 
company. 

Today’s top corporate managers are charged with 
responsibility for the smooth operation of their com- 
panies. This means that they must create and maintain 
satisfactory relations not only with stockholders but 
with labor, suppliers, customers, the government and 
the general public. Only the first of these, the stock- 
holders, are personally interested in the profit angle so 
that profit maximization is only one of many managerial 
considerations. 

In making plans and reaching decisions, managers 
apply a “profit test”? since earnings reveal how well a 
company has financed, manufactured, distributed and 
priced its product. However, applying a profit test does 
not mean making the most profit possible. Some com- 
panies actually hold profits down for the sake of good 
customer, public and government relations. One com- 
pany in particular takes pains to insure that its local 
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managers in their zeal to make a good showing do not 
maximize returns. 

The activities of small enterprises are kept in line 
by the law of supply and demand. But the activities of 
large corporations can not be so regulated since they 
set prices (in line with a predetermined policy) and regu- 
late supply. The activities of these larger corporations 
are controlled by the absolute necessity of maintaining 
good relations with so many diverse groups. 

Some theorists imbued with the classical theories of 
supply and demand, maximization of profits, etc., have 
reasoned that large scale operations lead to lower prices, 
cut-throat competition, and failure. To avoid these, 
corporations tend to combine, monopolize, and then 
charge higher prices. This reasoning condenms “big- 
ness” right at the start. Mauer points out that the 
Sherman Act is directed against hogging markets, ruin- 
ing competitors, and charging high prices. These are 
specific acts. He feels that corporations should be 
punished for performing specific acts but not for violat- 
ing a “line of reasoning.” 

Great Enterprise may not win a reader over to com- 
plete agreement with the author but it is likely to lead 
to a modification of one’s views as to the place of the 
giant corporation in modern society. 

Witrorp J. EIreEMAN 
Professor of Finance 
University of Michigan 


Frorence A. May, Editor, Supplement No. 1, Elec- 
tronics in Business—-A Descriptive Reference Guide 
(New York: Controllership Foundation, Inc., 1956, 
pp. 130, $3.00). 


This Supplement to Electronics in Business is more 
than an annotated bibliography, although the project 
team digested many periodical articles, pamphlets, 
proceedings, reports and books. A second phase of the 
study goes into conferences, seminars, training programs 
and visual presentations. The third phase covers elec- 
tronics data processing systems, electronic computer 
installations and applications and commercial digital 
electronic computing centers. This publication will 
facilitate the orientation of the layman and provide a 
wealth of material for a research staff studying possible 
applications. 

From a reading of the annotated bibliography in 
the original study and subsequently reading the materi- 
als included in the Supplement, the growing interest in 
electronic data processing equipment seems to be over- 
whelming. 

A reference that indicates some of the problems in 
this rapidly growing area follows: 

Electronic Data Processing, Epwarp L. WALLACE, 

July, 1955, p. 41-+-. 

“Briefly describes the operation of an electronic 
computer and mentions algebraic and statistical 
techniques involved in programming. Compares 
utility of magnetic tape, drums and cores for various 
Purposes in various circumstances. Cautions potenti- 
al users against buying either general or special pur- 
pose equipment without prior investigation of alter- 
natives, sound and thorough systems study, and due 


consideration to possible extension of applications 

which may be desired in future. Says medium-sized 

systems have many potential advantages for related 
engineering and commercial analysis.” 

The major portion of the Supplement is devoted toa 
description of electronic digital computing systems for 
purchase or rental at the present time. There are 14 
manufacturers listed with 19 different computer systems 
described. Included in the descriptions are the manu- 
facturer, general characteristics of the system, monthly 
rental-selling price, operating characteristics, input, out- 
put, magnetic tape, magnetic drum, storage unit, mem- 
ory unit, speed, physical characteristics, and other 
general information. This brief but detailed outline of 
the available computer systems indicates the available 
source of additional information for interested parties. 

Additional information on electronic computer in- 
stallations and applications that are actually in opera- 
tion on various business applications for which program- 
ming has been completely ‘‘debugged” is included in 
the third section of the Supplement. Some of the applica- 
tions now in operation are: Humble Oil and Refining 
Company, Montgomery Ward & Company, Chrysler 
Corporation, and Commonwealth Edison Company. 
There are approximately 30 installations reported, ex- 
cluding the systems that are still in the testing stage. 
Also included is a section on computing centers whose 
services are available on a fee basis for business applica- 
tions. 

James Don Epwarps 
Associate Professor of Accounting 
Michigan State University 


Report by the British Specialist Team on Industrial En- 
gineering to the British Productivity Council. (London: 
British Productivity Council, 1954, pp. xii, 116. Ob- 
tainable from the office of Technical Services, Dept. 
of Commerce, Washington, D. C., $1.25). 


There is a certain fascination in reading an analysis of 
American industry by a group of experienced foreign 
observers. Management Accounting, published in 1950 
by the Anglo-American Council on Productivity (prede- 
cessor organization to the publisher of this volume), 
aroused great interest, both in the United States and 
in Great Britain, and was reviewed in THE ACCOUNTING 
Review of October 1951 (page 597). In 1952 a some- 
what similar report, Cost Accounting and Productivity, 
the Use and Practice of Cost Accounting in the U.S. A., 
was published by the Organization for European Eco- 
nomic Co-operation and reviewed in THE ACCOUNTING 
Review of April 1953 (page 298). 

The 13-man Industrial Engineering team included 
engineers, managers, educators and one accountant. 
It made a six week tour of the United States early in 
1953 and was the sixty-seventh British team to visit this 
country. The report states (page xii) that “The Team’s 
prime purpose was to investigate the dynamic and ag- 
gressive American approach to improvement of meth- 
ods of manufacture and to continuous reduction of oper- 
ating costs.” The team defined its five main lines of in- 
vestigation as: 
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“(4) Effect of planning, control, budgeting and cost- 
ing on improvement of manufacturing methods 
(2) Relationship between design and methods of 


manufacture 

(3) Means used on the factory floor to improve 
methods 

(4) Effect of administrative arrangements on 
methods 


(5) Education” 


The team has done a notable job in this report. ‘The 
material is organized into twenty-three chapters of from 
one to seven pages, a five page supplementary report 
on Industrial Engineering Education in the U. S., and 
twelve appendices. (A more extensive discussion of 
education for industry in the U. S. was presented by 
another British team in a twenty-nine page report, 
Universities and Industry, published by the Anglo- 
American Council on Productivity in 1951.) 

Of particular interest to accountants is Chapter 5, 
The Influence of Costing and Financial Control, which 
states that the U. S. is more cost-conscious at all levels 
than Britain and that a better understanding exists 
here between the cost accountants and the foremen. 
This document refers to the two earlier accounting 
reports cited above and to a number of other British 
productivity reports. In some ways the Industrial En- 
gineering report tends to pull together a number of the 
findings of other British specialist reports on American 
industry. 

A brief analysis of the social and industrial back- 
ground of the U. S. is made at the beginning of the re- 
port and the now familiar reasons are advanced for 
this country’s high productive efficiency—the competi- 
tiveness of industry, the willingness to try new meth- 
ods, less governmental control, the readier availability 
of money for development, the high social prestige of 
the businessman, etc. The report suggested that a fur- 
ther study be made of these conditions. 

The team made fifty-four recommendations to 
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British industry (Chapter 23). These cover a wide range; 
a few of them are: strengthening of monopolies legisla. 
tion, greater use of comparative costs of alternatives 
before decisions are made, greater care in selecti 
people for promotion to management, detailed prepara- 
tory planning of production before decisions are made 
and the inclusion of the cost accountant in this plap- 
ning, greater use of specialized tools and fixtures, wider 
use of time and motion study to improve methods, im- 
provement of suggestion systems, the treatment of 
foremen as part of management and informing them of 
production costs in their departments, wider use of the 
seminar technique in management associations, and 
more frequent use of consulting firms. 

It should not be assumed that this report is an un- 
diluted paean of praise of America, for the British 
visitors noted a number of conditions in some places 
which they believed needed correction, as for example, 
the waste of material (pages 30 and 36), poor bench lay- 
out (page 34), lack of attention to safety standards 
(page 54), and restrictive practices by trade unions 
(page 73). 

Few Americans have had the opportunity given to 
these foreign teams to tour American industrial estab- 
lishments for six weeks or so for the sole purpose of 
learning at first hand as much as possible about in- 
dustrial operations. Although the generalizations of 
short-term visitors should not be regarded as infallible, 
the reader of this report may obtain a great deal of use- 
ful information. Included are relevant statistics com- 
piled by several organizations, quotations from various 
technical reports and from contracts with labor unions, 
plus the observations of this group of experienced indus- 
trialists. To this reviewer the report seems an oppor- 
tunity which American accountants and managers 
should not miss. 

Rosert I. DicKEy 


Professor of Accountancy 
University of Illinois 


Taxes 


Roya COMMISSION ON THE TAXATION OF PROFITS AND 
Income, Final Report, Cmd. 9474 (London: H. M. 
Stationery Office, June, 1955, pp. 487, 12s 6d). 


FEDERATION OF British INpustries, Taxation of 
Profits and Income (Federation of British Industries, 
21 Tothill St., London S. W. 1, October, 1955, pp. 
92, 5s). 


The publication of the final report of the Royal Com- 
mission on the Taxation of Profits and Income com- 
pletes one of the most thorough investigations ever 
made in the field of taxation. The Commission was ap- 
pointed on January 2, 1951, and this is its third report. 
In addition, two branches of the tax system were stud- 
ied by the related first and second Tucker Committees; 
the first studied the taxation of trading profits, and 
the second the tax treatment of provisions for retire- 
ment. The five reports total approximately nine hun- 
dred pages, and the work has taken nearly six years. 
The predecessors of the Commission include the Royal 


Commission on the Income Tax which reported a 
March 1920 and the Codification Committee of 1927. 

The slightly amended instructions to the Commis 
sion stated that the “Commissioners shall inquire into 
the present system of taxation of profits and income, 
including its incidence and effects...to consider 
whether for the purposes of the national economy the 
present system is the best way of raising the required 
revenue .. . due regard being paid to the points of view 
of the taxpayer and of the Exchequer: to consider the 
present system... as a means of distributing the tat 
burden fairly . . . to make recommendations bearing in 
mind that in the present financial situation it may be 
necessary to maintain the revenue from profits and 
income... .” 

The report discusses the full sweep of the tax on it- 
come and profits in exceedingly clear analyses and pre 
sents the details against the background of the necessary 
economic principles. The heavy tax burden in both the 
United Kingdom and the United States creates serious 
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in handling inequities. The Commission makes 
thisclear but accepts the existing weight of the tax load. 
The Commission further properly indicates that a limit 
to refinements becomes necessary if the principles of 
simplicity and understandability are not to be nullified. 

The study has already changed the law. The First 
Tucker Committee made sixty recommendations and 
twenty-eight of these have been adopted. The first 
interim report wh.ch dealt provisionally with the taxa- 
tion of profits and income derived from sources outside 
the United Kingdom contained three recommendations 
of which two have already become law. The final report 
concludes with ninety specific recommendations. Three 
of the members of the Committee dissented from many 
of these and rendered a minority report, and several 
others had reservations to the majority report. 

Some of the topics will be of somewhat less interest 
to readers in the United States than in the United 
Kingdom. Examples include the difficult problems of 
overseas profits, overseas income of individuals, and the 
related double taxation relief. Also, although not with- 
out relevance to practice in the United States, the rec- 
ommended recasting of the profits tax on company 
profits to make it a flat rate on total profits, and the 
dropping of the exemption and abatement reliefs, are 
of less pertinence in the United States. On the other 
hand, tax authorities, students of public finance, ac- 
countants and lawyers in the United States will find 
much with relevance to domestic problems. The report 
certainly facilitates any comparative study of the tax 
systems in the United States and the United Kingdom. 

The United Kingdom code does not define income. 
The Commission did not attempt to formulate a defini- 
tion of income but reviewed the rules for its determina- 
tion. In the main, no income is recognized unless an 
actual receipt has taker place although a receipt may 
take the form of a b« <'it having a money’s worth 
received in kind. “The ciassification itself takes two 
forms; either it specifies a kind of receipt which is re- 
garded as being inherently of an income nature, e.g., 
interest, annuity . . . or, more often it specifies a kind of 
source which is regarded as being inherently productive 
of income, e.g., land, trade, profession, securities. . . .” 
Income is not a gross receipt except where there is no 
cost of obtaining it, e.g., the yield of a stock. All other 
taxable income results from the balance of receipts 
from a classified source over related costs. An interest- 
ing discussion indicates that the allowance to recover 
the cost of assets cannot be extended to such matters as 
the cost of obtaining training in a profession. The Com- 
mission recommends no fundamental change in the con- 
ception of what constitutes taxable income. 

The relationship between corporate taxation and 
personal taxation presents interesting material for 
students of corporate taxation in the United States. 
The conclusion reached indicates that any corporate 
taxation that is not merely a method of taxation at 
source has to be measured by its effect on undistributed 
profits. The Commission is unable to find a satisfactory 
principle for determining an equitable connection be- 
tween the burden of corporate taxation and the burden 
of personal taxation and believes the corporate tax rate 


will be determined by the current need for revenue and 
by economic objectives. 

This leads to an informative discussion of taxation 
and saving. The question of whether income or expendi- 
ture indicates taxable capacity is deliberately ignored. 
Tax equity does not require recognition of whether 
income is saved except in the matters of retirement, 
death or emergency. The importance of business savings 
rests not in the retention of profits but in the positive 
act of creating new assets, and, therefore, economic 
policy should emphasize investment rather than saving 
The existing profits tax with differential rates on re. 
tained earnings (24%) and distributed profits (22$%) 
lacks support from either fiscal or economic considera- 
tions. 

One of the most significant and comprehensive por- 
tions of the report deals with capital gains. The practice 
in the United States differs from that in the United 
Kingdom. The Commission points out that “The law 
does not treat an unrealized rise in the value of property 
as income.” There is no special tax consideration of 
“capital gains.” If the property consists of stock in 
trade a gain on sale enters into the computation of 
taxable profit. Profits on sale in an isolated venture are 
taxed if the venture in which the sale took place is itself 
a “trade, manufacture, adventure or concern in the 
nature of trade.” (No fixed rule can determine “an 
adventure or concern in the nature of trade,” although 
six “badges of trade” are proposed to guide decisions.) 
To tax realized capital gains would thus extend the law 
only to cover gains arising from realization of property 
that had not been bought as the subject of a profit-seek- 
ing venture. The report describes the problem in other 
countries and includes a comprehensive memorandum 
from the Board of Inland Revenue. 

The Commission does not recommend any major 
change that would subject “capital gains” to tax. 
Reasons marshalled against a change include: (1) the 
experience in the United States; (2) appreciation ac- 
crued over a period of years would be taxed on one year; 
(3) losses should be allowed if gains are taxed; (4) ex- 
ceptions become necessary in the case of some ex- 
changes; (5) failure to improve the equity of the tax 
burden; (6) complex administration; (7) the burden 
falls mainly on savings. The report has a separate dis- 
sent which recommends that capital gains of individuals 
should be subjected to income tax. The final report, 
the dissent, and the related discussions present an ex- 
cellent analysis of the advantages and disadvantages of 
taxing capital gains. The majority recommendations 
appear to have the stronger case. 

The Commission recommends the removal of the 
present restricted interpretation given to expenses in- 
curred to obtain income from trade, profession, or voca- 
tion and rejects the proposal to limit permissible ex- 
penses to those more closely connected with direct 
costs of production and sale. In the same way the gen- 
eral rule should be altered to allow “all expenses reason- 
ably incurred for the appropriate performance of the 
duties of the office or employment.” More restrictive 
tax consideration of charities and covenants is recom- 
mended 
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Widespread relief for fluctuating incomes is said to 
be an administrative impossibility. In the matter of bad 
or doubtful accounts the Commission recommends that 
if the allowance proves later to have been excessive, 
the tax should be recovered on the difference as a tax- 
able receipt, either from the original creditor or his suc- 
cessor in business or profession. 

Accountants will be especially interested in the dis- 
cussion of depreciation and inventory valuation methods. 
The historical development of the idea of depreciation is 
described. Despite extensive pressure for consideration 
of replacement costs the Committee retains historic 
cost because it gives greater certainty, is less open to 
objections on economic grounds, and is more equitable 
among taxpayers over a period of years. The Commis- 
sion feels that the initial allowances and investment 
allowances (excess depreciation) have as their purpose 
the stimulation of investment in selected kinds of assets. 
Many will be disappointed that the Commission did 
not deal further with the significant and difficult prob- 
lems of inflation. Little hope appears for a radical 
change in principle at this time. 

The Commission recommends that “since no single 
method of stock valuation should be imposed a trader 
should be permitted to adopt any proper method that 
is suited to his business. . . .” The guides include (1) it 
must be a real cost, and (2) it should give a fair reflec- 
tion of profits determined on a consistent basis. The 
minority dissent holds that only FIFO should be per- 
mitted. 

On the subject of stock dividends the Report argues 
that dividends in either ordinary or preference shares 
should be excluded from tax liability whereas capital- 
ization in the form of debentures or debenture stock 
should not. 

Among the recommendations concerning tax evasion 
is the requirement that every person carrying on a 
trade, profession or vocation be required to keep certain 
simple business records unless a dispensation is given by 
the local Inspector. 

This report will unquestionably stand for a long 
time as a leading sourcebook for students of public 
finance and taxation as well as for practitioners. Be- 
cause of the vast number and complexity of subjects 
handled it is most fortunate that the FEDERATION OF 
British INpustTRIES has prepared a digest which gives 
a useful and comprehensive review of the various re- 
ports. It is available from the Federation at 191 College 
Street, Toronto 28, Canada. 

WALTER S. PALMER 
Assistant Professor of 
Accounting and Finance 
University of Washington 


Catirornia Society oF CERTIFIED PUBLIC Account. 
ANTS, Sixth Annual Tax Accounting Conference—1955 
(San Francisco: The California Society of Certified 
Public Accountants, 1955, pp. 154, $5.00). 


This tax conference in California used case studies 
as well as technical papers. The reason is best ex. 
plained by the foreword which states, in part, “The 
committee’s objectives in using this device were to 
stimulate interest by bringing the material to life in the 
minds of those attending the conference, to give exam. 
ples of the types of preblems calling for solution which 
are encountered frequently in a certified public account. 
ant’s tax practice, and to show how solutions are de. 
veloped and tested in the light of good business practice, 
accounting principles, and rules of taxation.” 

The case studies covered two subjects. One, a typical 
situation of a relatively young business that was organ. 
ized as a partnership. Because of growth and prosperity 
the partners feel a need for tax planning and a business 
framework that will accommodate and facilitate their 
growth; specifically, they want to know whether or not 
they should incorporate. 

The second case study concerns the problems of the 
Smith family in preparing for the valuation and trans. 
fer of interests in an established professional practice, 
including the retirement and death of partners, valua- 
tion of the stock of a family-owned corporation, and the 
planning for the transfer of ownership and control of 
such corporation from the first to the third generation, 

Each case study was conducted by a moderator, who 
presented the case study facts, followed by four speakers 
who developed answers to specific parts of the over- 
all problem. At the conference, there was a question 
and answer period following the speakers. Unfortun- 
ately, space did not permit this part of the conference 
to be published. 

In each case study the facts are clearly presented with 
financial information and historical background. In the 
first there was a general comparison of the corporate and 
partnership form of business; second, problems en- 
countered in incorporating; third, comparison of part- 
nership status with that of a stockholder in typical 
situations; and finally, operational tax choices. 

Both case studies cover subjects that the average 
member of the profession is concerned with. The case 
studies may not solve the immediate problem, but they 
do give a broad background that will save hours of 
research and help avoid some of the pitfalls encountered. 

Cart DEcHow, JR. 
Partner 
Thompson, Dechow, Garcia & Reich 
Oakland, California 
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THE NAME IN COST ACCOUNTING ... 


VANCE 


THE TEXT IN COST ACCOUNTING ... 


THEORY AND TECHNIQUE OF COST ACCOUNTING 


by 
LAWRENCE L. VANCE, Ph.D., C.P.A. 
Professor of Accounting, University of California 


VANCE'S text is ideal for the standard one-semester course in cost accounting funda- 
mentals. With full use of the clear, realistic problem materials, it is easily adaptable 


to a two-semester course. 


THEORY AND TECHNIQUE OF COST ACCOUNTING gives an equal emphasis to 
both the "how" and "why" of cost accounting, and emphasizes in unusually effective 
style management's use of cost accounting records and data. 


Teachers will appreciate its manageable length, its flexible organization, its step-by- 
step explanation of accounting procedures, its extensive use of visual aids. 


Over 100 forms, charts and illustrations, keyed to modern cost accounting practice, 
are included. The chapters are short and are organized for a smooth, continuous pro- 
gression of the subject. Simple definitions and explanations are used which go to the 
heart of the matter under consideration. 


A comprehensive yet clearly set up teacher's guide (available upon adoption) assures 
the most effective use of the text. Job Order and Standard Cost Practice Sets are 


provided. 


Adopted by well over 100 leading schools in 34 different states, Vance's text con- 
tinues to demonstrate its nationwide appeal. We invite you to request your examina- 
tion copy now. 


THE FOUNDATION PRESS, INC. 
268 Flatbush Avenue Extension 
Brooklyn 1, New York 
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ASSOCIATE MEMBERSHIP 


in the 


AMERICAN ACCOUNTING ASSOCIATION 
can be obtained by students 


FOR $1.50 PER YEAR ($4.50 for 3 years) 
U. S. Possessions and Canada 
($2.00 per year elsewhere) 


Such membership includes a subscription to the ACCOUNTING REVIEW, which is mailed 
directly to the student. This is a quarterly publication, with issues in January, April, July, and 
October. Your first issue should reach you in about three weeks from the date of your order. 
As far as possible, new subscriptions will start with the latest issue already published at the time 
the subscription is received. Your subscription will be started with earlier issues if you so request. 


Applications should be signed by instructors who are members of the American Accounting 
Association. 


Associate memberships are intended as a subsidy to students and are not designed for 
use by other persons. A subscription under an associate membership will not be honored if it 
is to start after a person leaves the status of a student. Applications for full membership or sub- 
scriptions to the Accounting Review are available for persons who are not students. 


A student who now is an associate member may request that such membership be extended while 
he is in the armed services. Such extension will be granted only for one year at a time and only 
if the regular fee is paid and is accompanied by an associate membership blank signed by the 
student's last instructor. Additional requests for extension may be submitted in the future for each 
year the student is in service. 


WRITE FOR A SUPPLY OF APPLICATION BLANKS 


AMERICAN ACCOUNTING ASSOCIATION 
College of Commerce and Administration 
The Ohio State University 
Columbus 10, Ohio 
(Place your name on this advertisement and use it as an order form) 


The Accountinc Review is published quarterly in January, April, July and October, at 450 Ahnaip Street, Menasha, Wisconsin. 
Subscription price: $5.00 a year, $1.50 a single copy. Add fifty cents for each order outside the United States. 

Report any change of address direct to R. Carson Cox, College of Commerce, Ohio State University, Columbus 10, Ohio. 

Items of a busi nature, including correspond garding advertising are to be sent to R. Carson Cox, College of Commert, 
Ohio State University, Columbus 10, Ohio. 


Correspondence of an editorial nature should be addressed to Frank P. Smith, University of Michigan, Ann Arbor, Michigan. 

Entered as second-class matter at the Post Office at Menasha, Wisconsin. Accepted for mailing at the special rate of postage unde 
the provisions of Sec. 34-40 Par. (QO) provided fer in the Act of February 28, 1925, authorized February 12, 1932. 

Copyright 1956, American Accounting Association. Printed in U.S.A. 
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y New Third Edition of a leader in the 
field of introductory accounting .. . 


GEORGE A. MacFARLAND 


University of Pennsylvania 


ACCOUNTING 
FUNDAMENTALS 


WILLARD W. STONE 
University of Pennsylvania 


NEW THIRD EDITION 


ROBERT D. AYARS 
University of Pittsburgh 


Completely revised, updated, and improved . . . 


This is an elementary accounting text for use both by majors, as a sound basis 
for further accounting study, and by non-majors, as a terminal course. The 
first 12 chapters deal with the basic procedures and techniques of accounting. 
The remaining chapters contain a more detailed study of the various items 
appearing in the final statements, the value at which they are shown, and 
their method of presentation in the statement. The book is concluded with 
a chapter on analysis of financial statements. 


TESTED: 


The features which have been considered most 
effective teaching aids through 20 years of class- 
room use reflects the measured judgment of the 
authors with respect to choice of topics, order 
of presentation, methods, questions, and prob- 
lems for an elementary textbook. 


FLEXIBLE: 


The subject is developed consistently and rapid- 
ly to meet the needs of beginning students in 
either a laboratory or a non-laboratory, full-year, 
elementary course. 


EASY TO UNDERSTAND 


Every effort has been made to define adequately 
each accounting work, phrase, and principle. 
Each chapter contains necessary definitions, 
lucid explanation, and complete illustrations. 


MAJOR CHANGES IN THE THIRD EDITION: 


e Accounting terminology completely revised 
in accordance with latest Bulletins of the 
Committee on Terminology of the A. I. A. 


e All accounting treatments aligned with lat- 
est accepted good practice. 


¢ Revised method of presentation of voucher 
system and accounting for manufacturing 
enterprises. 


@ New chapters on accounting for payroll and 
payroll taxes and on the accounting cycle. 


¢ Completely new problems with new ap- 
proach. 297 problems in all: straightforward 
and designed to supplement the text by ap- 
plying the principles in many different ac- 
counting situations. Major emphasis placed 
on the application of accounting principles 
to actual financial situations rather than on 
merely testing the student. 


FILMSTRIPS correlated with the text also available. 


SEND FOR A COPY ON APPROVAL 


McGraw-Hill Beok Company, Inc. 
330 West 42nd Street 


e New York 36, N.Y. 
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TWO SUCCESSFUL BOOKS 


Comprehensive 
Designed for a 
full year of two 
semesters or three 
quarters. Twenty- 


eight chapters, 947 
pages. 


2 VOLUMES 4 


Standard 

Designed for a 
course of two 
quarters or one 
semester. Twenty 
chapters, 628 


pages. 


INTERMEDIATE 
ACCOUNTING 


Second Edition 
By Karrenbrock and Simons 


Here is a book that is very strong in the presentation of authoritative 
theory. It develops the basic concepts of modern accounting with 
special reference to the cost approach, the matching process, the 
going concern assumption, and the practices of conservatism, con- 
sistency, and full disclosure. Contemporary accounting problems 
receive special attention. 


There are 252 exercises and 257 problems (including 57 C.P.A. prob- 
lems) in the comprehensive volume and 145 exercises and 138 prob 
lems in the standard volume. 


Comprehensive 
Designed for a 
full year of two 
semesters or three 
quarters. Twenty- 
eight chapters, 948 


pages. 


2 VOLUMES 


Standard 

Designed for a 
course of two 
quarters or one 
semester. Twenty 
chapters, 627 


pages. 


ADVANCED 
ACCOUNTING 


Second Edition 
By Karrenbrock and Simons 


ADVANCED ACCOUNTING combines a complete treatment of 
modern theory and practices with the best in textbook presentation. 
It is designed for accounting majors who must have full competence 
in and an appreciation of fundamental theory to a number of im 
portant fields and activities in our business society. It is pointed 
toward the preparation for the C.P.A. examination. 


The comprehensive volume contains 190 exercises and 281 problems 
(including 96 C.P.A. problems). The standard volume has 148 exer 
cises and 151 problems. 


SOUTH-WESTERN PUBLISHING COMPANY 


(Specialists in Business and Economic Education) 
Cincinnati 27 New Rochelle, N.Y. Chicago 5 San Francisco 3 Dallas? 
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READINGS IN COST ACCOUNTING, 
BUDGETING, AND CONTROL 


Edited by Dr. William E. Thomas 
University of Illinois 
Compiled under the sponsorship of the American Accounting Association 


READINGS IN COST ACCOUNTING, BUDGETING, AND CONTROL is the out- 
growth of some planning on the part of the executive committee of the American Ac- 
counting Association when considering the needs of teachers of cost accounting and 
itative budgeting. It was agreed that a collection of readings would be the best means to use to 
: with supplement the textbooks by presenting the various, and sometimes contradictory, views 
ss, the of leading practitioners and teachers, and to provide an intellectual challenge to the 
1, CON: student. 


yblems 


It is recommended as a basic textbook for the advanced cost accounting course or for a 
graduate course in cost accounting or budgeting. Because of the nature of the material in 
prob- the book, it can be used effectively as a supplement to the regular cost accounting text- 
prob- book. It will also serve as a valuable source book for every accounting instructor and should 
be available in all college or school of business libraries. 


iti READINGS IN COST ACCOUNTING, BUDGETING, AND CONTROL may be 
ordered from the nearest office of the South-Western Publishing Company at a list price 
of $6.50 less the college discount. If the book is ordered for class use, the price of your 


examination copy will be refunded. 
All royalties on this book will be paid to the American Accounting Association. ¥ 
ACCOUNTING TEACHERS GUIDE | 

nt of Prepared under the direction of the Committee on the | 
ation. Preparation of an Accounting Teachers’ Manual 
t 
‘i This Guide is designed to eliminate inconsistencies in the teaching of accounting through- 
inted out the country and to make available to all accounting instructors the benefits of the 

teaching experiences of some of the outstanding college and university professors of ac- 
counting. 
— Mail all requests to South-Western Publishing Company, 5101 Madison Road, Cincin- 

nati 27, Ohio, Payment must accompany orders. Price $2.50. 
vY SOUTH-WESTERN PUBLISHING CO. 

(Specialists in Business and Economic Education) 


as? | Gincinnati 27 New Rochelle, N.Y. Chicago 5 San Francisco 3 Dallas 2 
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The LAS STUDENT 


Particularly in the field of adult education, a school 
. is dependent for its good name upon the accom- 
plishments of its students. 


e We are proud of the continuing success of thou- 
sands of IAS students both in business and in public 
accounting practice. The chief purpose of this mes- 
sage is to acknowledge their achievements* with 
respect and appreciation. 


e IAS students in general are exceptionally well 
qualified to pursue effectively a study program de- 
signed for adult education. They are mature; a 
recent survey showed an age range of 18 to 59, an 
average of 31 years. Most are married and hold 
responsible office jobs. 


e Many are college graduates; 7,641 college gradu- 
SGI ates enrolled with LAS during the five years 1951-55. 


e The very fact that a man has completed a com- 
prehensive home-study course indicates ambition, 
self-reliance, willingness to work hard, and self- 
discipline. Sincerity of purpose is clearly demon- 
strated in that each student pays his own fee. 


® Qualities like these are not common today. That 
IAS men and women students possess them to a 
marked degree helps to explain why so many of 
our former students are found among the leading 
accountants throughout the United States and 
Canada. M 


*For one example, more than 1,900 of those who passed CPA 
examinations during the five years 1951-55 had obtained all or 
The school’s 24-page catalogue a4 part of their accounting training from LAS. 
is available free upon request. 
Address your card or letter to ® 


the Secretary, LAS .... 
INTERNATIONAL ACCOUNTANTS SOCIETY, INC. 
A Correspondence School Sinmee 1903 


209 WEST JACKSON BOULEVARD ® CHICAGO 6, ILLINOIS 
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Selected RONALD Books . . . 


RETAIL MERCHANDISING ACCOUNTING—2nd Edition 


HERMON F. BELL, CPA, Partner, Lybrand, Ross Bros. & Montgomery 


OCT. 1. This up-to-the-minute Second Edition is control, book covers budgets in detail, as well as 
based on more than forty years of professional normal and special accounting problems under 
accounting experience in working with all types the retail method. Separate chapters on discounts 
of retail organizations and their financial, con- in inventories, unit controls, taking of physical 
trol, and operating executives. Represents an inventories, determination of purchases and net 
adaptation of sound accounting theory and prac- sales, and statements reporting operating results. 
tice to the distinctive techniques, procedures, and Tax problems and procedures as they affect re- 
problems of mercantile establishments. Particular tailing are also treated in a separate chapter. 


attention is given to the Lifo method of inventory Hel examples worked out with figures, 
determination, and the accounting and tax prob- mathematical formulas, and tables, are presented 
lems arising from its use. Stressing merchandise throughout. 49 ills., tables; 473 pp. $12 


SE C ACCOUNTING PRACTICE and PROCEDURE 
LOUIS H. RAPPAPORT, CPA, Partner, Lybrand, Ross Bros. & Montgomery 


NEW—The first authoritative manual of proce- and summarizes a v »alth of official SEC informa- 
dure on the preparation and certification of fi- tion. It explains reporting requirements and pro- 
nancial documents for SEC filing. Details what cedures involved in the SEC’s review of registra- 
must be done in a particular filing, suggests how tion and proxy statements, prospectuses, etc. 
to do it, and illustrates both the problem and its Gives the SEC’s views and author’s comments on 
solution with actual case examples. Prepared by financial statements, certification, auditing tech- 
| an expert in SEC work, book organizes, codifies,  iques, independence of accountants. 555 pp. 


$15 


The TAX on ACCUMULATED EARNINGS 
ROBERT S. HOLZMAN, New York University 


OCT. 1 Written by a recognized authority with decided cases are arranged according to indus- 
more than 20 years’ experience in specialized tax trial classifications. Book discusses practical 
work, this practical new book is the first to ana- methods for avoiding the accumulated earnings 
lyze fully the accumulated earnings tax problem tax, and shows how to prepare a statement de- 
and how to cope with it. Examines the nature of tailing why earnings were retained, Thoroughly 
the tax: who is vulnerable, when, and why. Every indexed and cross-referenced, book includes a 
argument ever raised to justify retention of earn- case index of every litigated decision under the 
ings is grouped and analyzed by issue, to show accumulated earnings tax (or its predecessors), 
how it withstood judicial examination in the past; and an extensive, up-to-date bibliography. $10 


MONTGOMERY’S FEDERAL TAXES 


Edited by PHILIP BARDES, CPA, N. Y. Bar; JAMES J. MAHON, JR., CPA; 
JOHN McCULLOUGH, CPA, Mich. Bar; and MARK E. RICHARDSON, CPA 
—Partners of Lybrand, Ross Bros. & Montgomery 


INCLUSIVE HANDBOOK provides dependable sation, etc. Organizes all tax information on a 
on question in one pla.e—even where different sec- 

usinesses and personal taxpayers. Numerous... 
examples clarify computing and reporting of — ot law apply. Includes checklist of tax 
regular income and capital gains, deductibility of planning opportunities at the end of each Part. 
expenses, alternate methods of executive compen- 36th Ed. 22 Parts, 1026 pp. $15 
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PACE ACCOUNTING SERIES 


A well-planned educational program has a definite objective, lays a sound groundwork in funda- 
mentals, provides a step-by-step progression from simple to advanced concepts, avoids needless 
duplication, and provides a broad coverage of subject matter. Over a continuous span of 50 years, 
the present and prior editions in the Pace Accounting Series have met all these requirements in 
courses preparing for professional practice (C.P.A.); for executive accounting positions; and for 
executive positions in business administration, management, and finance that call for a thorough 
understanding of accounting concepts and techniques. In brief outline— 


BASIC ACCOUNTING—Part { (1954) 


Covers fundamental accounting concepts; simple accounting records and controls; reserves; 
adjustment and closing procedures; and simple financial statements. 


BASIC ACCOUNTING—Part II (1954) 


Deals with constructive phases of accounting; correlated ledgers; comparative statements; 
sources and application of funds; cash basis; and partnership accounts. 


CORPORATION ACCOUNTING (1954) 


Treats all major aspects of accounting peculiar to the corporate form of organization, including 
mergers, consolidations, and comprehensive corporate financial statements. 


COST ACCOUNTING (1956) 


Covers general accounting for costs; process, joint, job, estimated, standard, and distribution 
costs; break-even computations and charts; and direct costing procedures. 


SPECIALIZED ACCOUNTING (New edition available Jan. 1, 1957 ) 


Deals with domestic branches; foreign branches; department store procedures; installment 
sales; consignments; financing receivables; decedents’ estates; bankruptcies; general non- 
profit institutions; and municipal accounts and procedures. 


AUDITING (1955) 


Considers auditor’s objectives and responsibilities, and generally accepted auditing standards; 
and presents a detailed exposition of the techniques and procedures whereby the auditor ac- 
complishes the audit objectives. 


Each text is basically designed for one semester, and contains problems ample both for classroom 
demonstration and for home assignment or laboratory practice sessions. The volumes are progres- 
sive in development to avoid needless overlapping, conserve the students’ time, assure maintenance 
of interest, and aid the instructor by minimizing the need for detailed course planning, Each text 
is, however, an independent unit, and any volume may be integrated with an existing program of 
study. 


Sixty-day examination copies, with teaching outlines, sent to schools upon request. Instructors’ keys 
provided on adoption. 


PACE & PACE 


296 Broadway New York 7, N.Y. 
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IN THE 
IRWIN SERIES 
IN ACCOUNTING 
J. GRAHAM, Px.D., C.P. 
Consulting Editor 


"Accou 


TABLE OF CONTENTS 


|.Management’s Needs for Accounting 
Information 

ART 1. PRINCIPLES, TECHNIQUES. 

AND TOOLS 

2. Some Useful Techniques in Handling 
Figures 

i. Basic Accounting Concepts; the Bal- 
ance Sheet 

4. The Accrual Concept and the Income 
Statement 

5. Bookkeeping : 
counting 

§. Accounts Receivable and Fixed Assets 

Income Statements of Manufacturing 

Companies 

&. Capital Stock, Surplus, and Bonds 

3. Review of Accounting Principles 

i Essentials of Cost Accounting 

ART Il. MANAGEMENT USES OF 

ACCOUNTING INFORMATION 

|. Over-All Reporting and Analysis: Funds 

Flow Statements 

2. Over-All Reporting and Analysis: Finan- 

cial Ratios 

Over-All Reporting and Analysis: Chal- 

lenges to Conventional Accounting 

Concepts 

. Control: General Techniques 

Control: Analysis of Cost Accounting 

Variances 

Period Planning. or Budgeting 

Specific or Project Planning 

Planning Capital Acquisitions 

Review Cases 

ables 


The Mechanics of Ac- 


RICHARD D. IRWIN, INC. 
HOMEWOOD, ILLINOIS 


This new book combines text material with realistic cases for 
use in teaching accounting from the viewpoint of manage- 
ment. It is intended for students who expect to become 
users of accounting information for managerial purposes, 
rather than accountants as such. It may be adapted to 
courses of varying lengths by using or dropping cases as 
needed. 


The text material covers all the important accounting prin- 
ciples, but without the details that comprise the bulk of 
typical accounting texts. The cases provide a basis for 
class discussion and the opportunity to acquire experience 
in the practical application of fundamental principles and 
concepts. 


Part I contains a description of generally accepted account- 
ing principles, terms, and techniques. Part I] deals with the 
use of accounting information in solving various types of 
management problems, grouped under the categories of 1) 
control and 2) planning. 


The text and cases on control cover such items as cost 
standards, analysis of variances, methods of relating cost 
changes to volume, and breakeven charts. The planning 
section deals with such issues as budgeting, product pricing, 
dropping a product line, determining whether to make or 
buy. and re-equipment decisions. 


Available to adopters is a Teacher's Manual which pro- 
vides detailed commentaries on the cases, together with 
suggestions as to approach based on classroom experience 
in using the cases. 


Copyright 1956 690 pages 
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The new Revised Edition of this outstanding text for courses in elementary accounting hos 
been enthusiastically received by teachers of accounting everywhere. It represents such , 
complete revision and reorganization of the original edition that it is virtually a new book 
Here are some comments we have received concerning Elementary Accounting: 


“The reorganization has greatly improved the book and it appears to be extremely teachable.” 
Harry R. Price, University of Miami 
“An excellent basic text. The revisions are fine, especially the treatment of depreciation.” 
Kendell S. Carpenter, Cornell University 


“An excellent elementary text, well-graded as to content.” Howard H. Kane, Bowling Green State Universi 
“It is an excellent revision.” William F. Crum, University of Wichita 
“One of the old reliable texts considerably improved.” A. J. Penz, University of Alabama 


First adoptions include the following colleges and universities: 


COLORADO COLLEGE UNIVERSITY OF COLORADO 
LOYOLA UNIVERSITY (Chicago ) UNIVERSITY OF IOWA 

LUTHER COLLEGE UNIVERSITY OF NEW MEXICO 
MICHIGAN STATE UNIVERSITY UNIVERSITY OF NORTH CAROLINA 
NORWICH UNIVERSITY UNIVERSITY OF SANTA CLARA 
OHIO STATE UNIVERSITY WAGNER COLLEGE 
SOUTHEASTERN UNIVERSITY WESTERN RESERVE UNIVERSITY 


UNIVERSITY OF CINCINNATI 


at a true elementary level, and is more teachable than ever before. Terminology has beg 
brought completely up to date to agree with recommendations of professional accounting 
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The Revised Edition has been shortened by the elimination of unnecessary detail, is pitchedam 


organizations and with that used in current practice. As an aid to teaching, there are mommy 


than 300 problems grouped into “A” and "B” sets, carefully graded and integrated with tem 


text material. 


OUTSTANDING TEACHING AIDS 


The following outstanding teaching aids are available to accompany Elementary Accounting: 


WORKING PAPERS — consisting of Book I and Book II, which provide all the forms needed 
to work the problems in the text. They have been produced on “eye-ease green” paper anda 
have printed account titles and other printed material to eliminate unnecessary clerical workay 


PRACTICE SETS — providing the opportunity to apply theory to actual practice. Two sé ya 
are available: Set No. | covers a special journal, service type of corporation with no emphasaaa™ 


on stockholders’ equity — the simplest set-up possible as related to a corporation. Set Nod 


covers the Voucher Register and corporate accounting. The working time for each set# 


approximately 12 hours. 


SOLUTIONS MANUALS — available to adopters are two Solutions Manuals, one providiii = 
a key to the practice sets and the other giving answers to all questions and problems in im 


text. 


Copyright 1956 
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in the Same Accounting Series 
SNTERMEDIATE ACCOUNTING 


EDITION 


MEHOLMES AND MEIER 


Designed for use in the intermediate accounting course, this text affords a smooth progression 

for the accounting major by rounding out the theory introduce‘ in the first volume and 

1g has applying the principles to more advanced situations. The text has been reorganized to make 

such off « streamlined, direct approach to Statement of Application of Funds and the student is clearly ' 
booi, guided through the thought processes preliminary to construction of this Statement. The entire 
book has been brought up to date with respect to the accounting concepts and standards of 

the American Accounting Association. 


There are new questions and problems at the ends of chapters, carefully integrated with the 
ty text material. A complete Solutions Manual is available to adopters. } 


iversiy Copyright 1954 850 pages 


ADVANCED ACCOUNTING 
HOLMES AND MEIER 


This comprehensive, easy-to-teach text emphasizes modern accounting practice throughout 
and provides a flexible organization that may be adapted easily to the instructor's individual 
requirements and preferences. All the topics customarily covered in uniform C.P.A. exami- 
nations not discussed in the intermediate volume are included here. Due emphasis is given 
fo the managerial aspects of accounting. A complete Solutions Manual is available to adopters. 


Copyright 1950 735 pages 
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Widely Used Auditing Text Holmes’ rourtH EDITION 


AU D i T I hy G: Principles and Procedure 


More than 400 colleges and universities have adopted this book since publication, making 
this one of the most widely used texts for courses in auditing. In the new Fourth Edition the 
entire treatment has been brought up to date, and there are new questions and problems 
for every chapter. Increased emphasis is placed on internal control, and there is a close 
tie-in between accounting theory and auditing. 


For Practical Application: 


AUDIT PRACTICE CASE: The Universal Corporation 


FOURTH EDITION 
By ARTHUR W. HOLMES and FRANCIS E. MOORE 


This widely used audit practice case has been thoroughly revised to reflect current account 
ing procedure. It provides the means to furnish college students. the opportunity to apply 
theory to practice under conditions similar to those encountered in an actual audit. A com 
plete Instructor's Guide is available to aid the instructor in the presentation of the case. 


Copyright 1955 Part I-V and Parts I-VI 


AUDIT PRACTICE PROBLEM: Metalcraft, Incorporated 


REVISED EDITION 
By ARTHUR W. HOLMES 


This short manufacturing practice case, designed to accompany the Holmes text, has been 
revised and shortened in the new edition. Approximately 15 hours are required for the solu- 
tion, exclusive of the report, but including indexing, the preparation of adjusting entries, the 
completion of the working sheets, and the preparation of financial statements. Working papers 
are included with the problem. 


Copyright 1955 
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TRAINING 


for 


BUSINESS 


lin spare time at home] 
Earn LL.B. Degree 


4 


Thousands of men and women who never intend to practice are studying Law in spare time at 
home—not for a legal career but as an aid to business advancement. 


Law today is involved in almost every major business 
tecision. In many lines of work it is almost indispensable 
credits and collections, accounting, traffic and trans- 
portation, employee relations, real estate, insurance, 
finance, taxation, etc. For all types of work, Law train- 
ing develops keen, clear, quick, correct, and decisive 
thinking. _ 

You can study LaSalle’s American Law and Procedure 
right in the privacy of your own home—progressing as 
rapidly as your time and ability permit. LaSalle has, for 
nearly 50 years, helped more than 1,350,000 ambitious 
people get ahead in the business world. Thousands of 
letters in our files from grateful students and business- 
men who have achieved greater success speak of—better 
jobs, more money and the satisfaction it brings, prestige 
and leadership. 


A MOST UNUSUAL LAW LIBRARY 


This training includes the fourteen-volume LaSalle Law 
library-AMERICAN LAW AND PROCEDURE, 
which is the basis of all the instruction service. This 
library has been compiled by leaders in the field of Law. 
It covers the whole basic field of Law in an orderly and 
simple manner that is easy to learn and understand. 
Collateral reading and printed lectures on legal problems 
which are furnished at regular intervals throughout the 


training, supplement the text. Law instructors persone 


ally supervise your program from the first assignment 
to the LL.B. degree or diploma. Under the LaSalle 
method you deal with legal problems—you learn by 


doing—actually solving legal problems—not just memo- 
rizing rules. 


WRITE TODAY FOR TWO FREE BOOKS 


You are determined to get ahead—to prepare for greater 
future poseibilities—and to earn more money. Send the 
coupon below and find out how to qualify yourself for 
the many openings available to the Law-trained man. 
In our FREE books, “Law Training for Leadership” 
and “Evidence,” you will find answers to all your ques- 
tions about the study of Law and the LaSalle method. 

No investment is likely to pay higher returns than an 
investment in yourself, by enrolling in the American 
Law and Procedure training. Send coupon today for full 
information—no obligation, of course. 


LaSalle Extension University 

A Correspondence Institution 
Dept. 10621, 417 S. Dearborn $t., Chicago 5, Ill. 
Gentlemen: Please send me your two free booklets, 
“Law Training for Leadership” and “Evidence,” 
which tell how I may study Law 
at home and qualify for the LL. B. 
degree. 
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CO-ORDINATED 
ACCOUNTING SERIES_ 


Available to Universities, Colleges, and Business 
Schools for Classroom Instruction 


CONSTRUCTIVE ACCOUNTING 


The sixth edition (1956) brings up to date this time-tested course, which incorporates 
teaching experience dating back to 1910. A unique and effective approach to the 
study of Accounting. Detail work held to a minimum by use of special forms. 


Lectures, Problems, Theory Questions, Instructions for Practice Set Work 
Single Proprietorship, Partnership, and Corporation Practice Sets 


ADVANCED ACCOUNTING | 


Full treatment of advanced corporation accounting, partnership accounting, state- 
ment of new assets and their applications, funds, reserves, valuation accounts, 
surplus appropriations, preparation, analysis and interpretation of statements. 


Lectures, Problems and Theory Questions 
ADVANCED ACCOUNTING II AND AUDITING 


Professional training in mergers, consolidations and consolidated statements; spe- 
cial advanced subjects; auditing and audit case. Available in three units. 


Lectures, Problems, Theory and Auditing Questions, Audit Case 


COST ACCOUNTING 


Principles and procedures of factory cost accounting with emphasis on the value of 
costs for managerial control and on methods of installation and operation. 


Lectures, Problems, Theory Questions, Instructions for Practice Set Work, 
Specific Order and Process Costs Practice Sets, Standard Cost Case 


OTHER WALTON PUBLICATIONS 


Municipal Accounting Math. of Acctg. & Finance (2 Vols.) 
Stock Brokerage Accounting Business Law (4 Vols. & Workbooks} 
C.P.A. Exam. Review Office Procedure & Practice 


Printed Solutions, Answers, and Master Practice Sets are available. 
For Examination Copies Write Now To 


—WALTON PUBLISHING COMPANY— 


111 NORTH WABASH AVENUE CHICAGO 2, ILLINOIS 
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eee by 
William A. Paton 


Professor of Economics and Edwin 
Francis Gay Professor of Accounting, 
University of Michigan 


...» of whom it has been said: 
“There can be no doubt that he has 
been a powerful influence for truth 
and candor in accounting, for clear 
exposition, and for rationalizing 
practices for which tradition ap- 
peared to be becoming the principal 
support.”—T. H: Sanpers, Harvard 
University in The American Eco- 
nomic Review 


«and by 
Donald H. Mackenzie 


late Executive Officer and Professor of 
Business Administration, University of 
Washington 


.*. whose book has been reviewed 
as “...a significant addition to the 
many textbooks available to instruc- 
tors in elementary accounting.” — 
Rurus Wrxon, University of Penn- 
sylvania in The American Eco- 
nomic Review 


The Macmillan 
€. 


60 Fifth Avenue, New York 11, N.Y. 


ESSENTIALS OF ACCOUNTING 


Revised Edition 
by William A. Paton 

“Account has taken step 
forward wi extraordinary, work can 
be read “md reread with profit, by students, 
teachers, and practitioners. E. 
Ohio State University in The Accounting Review 

1949 863 pages $6.00 


ASSET ACCOUNTING 


by William A. Paton 
with the assistance of William A. Paton, Jr., 
Assistant Professor of Accounting, 
Michigan State University 
“Probably the greatest ot senate to account- 
ing literature made by this is the thorough 
and searching inquiry into po vb and other 
price level problems.”-— Harvey G. MEYER, Uni- 
versity of Tennessee in The Accounting Review 
1952 549 pages $5.50 


CORPORATION ACCOUNTS 
AND STATEMENTS 


by William A. Paton 
with the assistance of William A. Paton, Jr. 
“The authors deserv credit in 
theory student as a logi 
‘body of knowledge to be used by the accountant 
a Sone economic activity, not as a body of 


trary rules and accepted practices.” — 
Harvey G. Meyer, University of Tennessee in 


The Accounting 
1955 740 pages $6.75 


THE FUNDAMENTALS OF 


ACCOUNTING revised Edition 
by Donald H. Mackenzie 
Among the many new features: three new prac- 

rr en an 
a departm one for @ man- 


$6.00 


of Accounting, Revised Edition 
Practice Set for R. S. Stewart Company 
Practice Set for Suburban Style Shop 
Practice Set for The Panton Door Manu- 
facturing Company 


ries 
accounting Se 
use of accounting data for managerial purposes 
, ...new chapters on Process Cost Accounting 
1956 742 pages 
To accompany The Fundamentals : 


Now .. . an authoritative text on 
Federal Government accounting 


ACCOUNTING IN THE FEDERAL GOVERNMENT 
by E. L. KOHLER and HOWARD W. WRIGHT 


Here is a much-awaited study that gives the student a comprehensive survey of the progress made 
in the field of federal government accounting and its relationship to local government accounting, 
The latter consideration is of particular benefit to students preparing for government accounting 
problems on the CPA examination. 


FEATURES: 


e discussions of overall financial control concepts, including internal audit, which apply to any 
organization. 

© presentation of accounting principles and practices applicable to a typical government agency, 

e detailed consideration of special facets of Federal accounting, such as revolving funds, fixed 
assets, construction and purchasing. 

© a small booklet by Howard W. Wright, Problems to Accompany “Accounting in the Federal 
Government,” provides a wide variety of practice problems for the students and classroom use. 
A solutions Manual for the teacher only is also available. 


6” x 9” approx. 272 pages Published 1%6 


NEW! 
FUNDAMENTAL ACCOUNTING: THEORY & PRACTICE, 
2nd Edition, 1956 


by STANLEY B. TUNICK, Chairman, Dept. of Accounting; and EMANUEL SAXE, 
Dean; both of the Bernard M. Baruch School of Business and Public Administration 
of the City College of New York 


OUTSTANDING FEATURES OF THIS NEW EDITION: 


1. Single proprietorship approach 
2. Designed to serve two distinct groups of accounting students: majors, and non-majors; first 
half of the book—both majors and non-majors; second half of book—large variety of material 
so each group can pursue a differentiated course of study 
3. Basic accounting cycle presented early for a simple service enterprise 
4. Questions for each chapter 
5. Two parallel sets of problems for each chapter 
6. Two practice sets: one for a trading concern and one for a manufacturing company 
7. Unusual simplicity of presentation and clarity of style 
8. Very high degree of accuracy 
Books and accounts are depicted in the form in which students will find them in current 
business usage 
10. Graded progression of text material and problems 
11. Generous use of diagrammatic flow charts, graphic charts and illustrative forms 
12. Chapters begin with a review of previous knowledge. 
13. The “why” of each transaction is emphasized as well as the “how” 
14, Up-to-date, e.g., latest pronouncements of the American Institute of Accountants given full 
recognition and incorporated throughout the text; also modern accounting theory ak practice 


6” x9” 840 pages Published 196 
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AUDIT WORKING PAPERS 


by WILLIAM B. JENCKS and WALTER C. BURNHAM, Ohio State University 


This text tells how working papers are devised and developed so that they may be most 
effective for varying situations and conditions. It is slanted toward the auditing student 
who wants realistic training in the preparation of working papers. 

OUTSTANDING FEATURES: 

1. Develops the use of working papers as a tool in achieving the major objectives of 
auditing. 

2. Close co-ordination of working papers and audit objectives throughout the text. 

3. The reliance the auditor places on the system of internal control, and the major 
aspects of internal control related to specific accounts are discussed in considerable 
detail. 

11” x 84%” 310 pages Published 1953 


C.P.A. Review Manual, 2nd Edition 


Edited by HERBERT E. MILLER, Professor of Accounting, University of Michigan 


This unique book provides a review of TEXT material for C.P.A. exam preparation. 
Saves reference to several texts because here, in one book, are ALL the subject- 
matter areas with which a C.P.A. exam candidate must be familiar. An invaluable 
guide in reviewing for the C.P.A. exam, as well as a compact ready-reference on 
essential accounting subjects. 


Contents include: Auditing; Accounting Theory; Law; Cost Accounting; Govern- 
mental Accounting; Consolidated Statements; Estates and Trusts; Consignments; In- 
stallment Sales; Funds Statements. 


6” x 9” 600 pages Published 1951 
“.. . presents many actual problems along with ‘basic’ information . . .” 
LEGAL ASPECTS OF BUSINESS 
ADMINISTRATION 


by DOW VOTAW 


Keyed throughout to the “transaction” approach, this new text explains business law 
in terms of its functions: presenting legal problems in their actual business setting, 
giving the “transaction” that occasioned them, and describing how law effects their 
solution. Points covered fully include: nature, purposes, sources of law; legal pro- 
cedure; the contract; organizing a business; operating a business; terminating a 
business. The two important chapters on competitive practices and taxes are especially 
noteworthy. 
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1956 Fox approval copies 


Have you hecewed your copy ? 


Copies have just been distributed of 
the important new 3rd Edition of 


Johnsons 
ELEMENTARY ACCOUNTING 


Your copy of this exceptionally interesting modern text by Arnold W. Johnson of 
New York University should be on your desk.* May we urge you to leaf through it, 
and especially to note 


@ the thoughi-provoking character and clarity of the whole text, with con- 
stant emphasis on the managerial aspects and purposes of accounting 


@ the consistent use of modern terminology; the up-to-date point of view 
on all topics; the inclusion of the latest authoritative thought on account- 
ing principles and analyses 

@ the outstanding problem material—a feature that has always been espe- 

cially praised in all of the author’s texts 


We feel sure that you'll find Johnson’s new ELEMENTARY ACCOUNTING un- 
surpassed in its ability to give the beginning student a thorough, firm, and intelligent 


grasp of modern accounting theory and practice. 


And may we also remind you of 


* If your name was not on our wait- Johnson. 
ing list to receive an examination copy 


of the new edition of ELEMENTARY AC- 
COUNTING on publication, send for a PRINCIPLES 
copy now. We will also be happy to send you OF AUDITING 
copies of Johnson's PRINCIPLES OF 


Completely up-to-date on both principles ai 


AUDITING and CASE procedures Contains of inter 
AUDITING if you are not already familiar control; special chapter on the use of modem 
statistical methods; well chosen sampling o 
with these outstanding texts. working papers; complete sample audit progna 
and internal control questionnaire. $6.50 


CASE PROBLEMS 
IN AUDITING 


Considered by many teachers “the best on th 
market,” these stimulating problems have provel 
excellent for training the student to analyze his 


A RT accounting valuations and audit 


Principles of Auditing and Case Probl in Audi- 
& COMPANY, INC. ing, when ordered together, are prc teg at the 
232 Madison Avenue New York 16, N.Y. special combined price of $8.50 


Ready now! 4th Edition of the World-Famous . 


BOARD OF 
28 CONTRIBUTING EDITORS— 


Jim G. Ashburne, University of Texas 
—Norton M. Bedford, University of 
Illinois—Sidney Davidson, Johns Hop- 
kins University—Paul E, Fertig, Ohio 
State University—Paul E. Hamman, 
Partner, Touche, Niven, Bailey and 
Smart—Samuel R. Hepworth, Univer- 
sity of Michigan—Robert S. Holzman, 
New York University—George R. 
Husband, Wayne State University— 
Paul Kircher, University of California, 
L.A.—Perry Mason, American Insti- 
tute of Accountants—Joseph A. Mau- 
riello, New York University—R. K. 
Mautz, University of Illinois—Arthur 
D. Maxwell, University of Pennsyl- 
vania—Robert S. Miner, Ohio State 
University—Maurice Moonitz, Univer- 
sity of California—Lloyd F. Morrison, 
Louisiana State University—Carl L. 
Nelson, University of Minnesota— 
John Neter, University of Minnesota— 
Glenn O. Petty, Partner, Lybrand, 
Ross Bros. & Montgomery—Michael 
Schiff, New York University—James S. 
Schindler, Washington University— 
Thomas H. Stewart, Arthur Young G@ 
Co., Philadelphia—Daniel L. Sweeney, 
State University of lowa—Lawrence L. 
Vance, U ‘versity of California— 
Robert H. . an Voorhis, University of 
Alabama—Robert E. Walden, Indiana 
University—Edward L. Wallace, Uni- 
versity of Buffalo—Richard S. Woods, 


University of Pennsylvania 


Special quantity classroom price available. 
— —IHE RONALD PRESS COMPANY e 15 E. 26th St., New York 10 


Accountants’ Handbook 


RUFUS WIXON, University of Pennsylvania, 


Editor-in-Chief 


WALTER G. KELL, Syracuse University, 


Staff Editor 


NEWLY PUBLISHED 4TH EDITION—in enlarged 6 x 9 
format—gives students clear, concise answers to countless ques- 
' tions over the entire range of modern commercial and financial 
accounting. 29 up-to-the-minute, coordinated sections stress 
accepted principles, eee ren give all sides in con- 
troversial issues; point up i 

government regulation, today’s business management require- 
ments. Thoroughly covers such important areas as the organ- 
ization of accounts, the preparation of reports and statements, 
the design and installation of accounting systems, methods of 
budgeting, internal control, and auditing procedures. 


uence on accounting of the law, 


FULL COVERAGE OF: Financial Statements: 
Form, Content, Analysis, Interpretation. Operat- 
ing Reports, Controls. Sales, Other Revenues. 
Production, Distribution Costs. Purchasing. Em- 
ployee Compensation. Cash. Receivables, Inven- 
tories. Investments. Land, Leaseholds, Realty. 
Natural Resources. Buildings, Equipment. De- 
preciation. Plant Revaluation. Intangible Assets. 
Liabilities. Paid-In Capital. Retained Earnings, 
Appropriations, Dividends. Consolidated State- 
ments. Partnership, Governmental, Institutional, 
Fiduciary Accounting, Taxes, etc. 


1600 pp.; 403 tables, ills. 6 x 9. $15 


Other RONALD Handbooks... 
ACCOUNTANTS’ 


HANDBOOK 

FINANCIAL HANDBOOK 

1289 pp.; 139 ills. 3rd Ed. Rev. Print. ......... 12 
FORESTRY HANDBOOK 

1201 pp.; 744 ills., tables. 6% 9 15 
MARKETING HANDBOOK 

PERSONNEL HANDBOOK 

PRODUCTION HANDBOOK 


1676 pp.; 771 forms, charts, ills. ...ceceee5- 12 
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FUNDAMENTAL ACCOUNTING PRINCIPLES 


By WILLIAM W. PYLE, University of Oregon 

Reports from those who adopted Pyle’s text in its first year of publication confirm jx 
effectiveness in providing thorough coverage, interest, readability, and teachability, | 
prepares the accounting major thoroughly for later intermediate instruction and givg 
the nonmajor the background of accounting he will need in business. Classroom eneil 
ence indicates that Pyle combines real depth of substance with clear, understandabk 
presentation. In addition, the outstanding package of teaching aids which accompanig 
Fundamental Accounting Principles further enhances the usefulness of this text in th 


classroom. 
TEACHING AIDS 


* WORKBOOK OF STUDY GUIDES 

Designed to emphasize the important points of each chapter, these study guides re- 
quire little writing and can be checked by the instructor with ease. They may be used 
in several ways, depending on the desires of the instructor. 


¢ WORKING PAPERS: BOOK | AND BOOK II 

These two books of Working Papers provide all of the material necessary to work the 
problems which appear at the end of each chapter in the text. They are printed on 
“eye-ease green” paper and have printed account titles so that unnecessary clerical 
work is eliminated. 


* PRACTICE SETS NUMBERS 1, 2, and 3 
Practice Set No, 1 illustrates accounting for a merchandising firm organized as a 


single proprietorship. Set No. 2 involves the organization of a partnership and its opera- 
tion for a period of one month. Set No. 3 is a noncost manufacturing set involving a 


small corporation. 


ACHIEVEMENT TESTS 

To relieve the instructor of the burden of preparing test questions, this booklet con- 
taining a series of nine objective tests has been made available. The tests are in a form 
that may easily be duplicated for class distribution. Answers to the questions are pro- 
vided. 


¢ CHECK FIGURES 

To provide students with a list of check figures with which to check the accuracy of 
their problem solutions, these sheets have been made available free of charge. There 
is a check figure for each end-of-the-chapter problem and alternate problem. 


* SOLUTIONS MANUALS 

Solutions Manuals are provided for the text (in two parts), the Practice Sets, and the 
Workbook of Study Guides. These Manuals are available to adopters of the text with- 
out charge and contain answers to all questions and problems. 


PRINCIPLES OF AUDITING 


By WALTER B. MEIGS, University of Southern California 

This popular elementary auditing text meets the needs of students who are ‘por to 
enter the public accounting profession, do auditing work for a governmental regulator 
agency, or enter the internal auditing division of a large corporation. An importaml 
feature of the text is its recognition of the increasing emphasis placed on internal contr 
by both auditors and executives. The function of the auditor as an advisor and counselot 
to top management is reflected throughout the text. A complete Teacher’s Manuals 
available to adopters. 


WRITE FOR EXAMINATION COPIES 


RICHARD D. IRWIN, INC., HOMEWOOD, ILLINOIS 
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AMERICAN ACCOUNTING ASSOCIATION 


College of Commerce and Administration, Ohio State University 
Columbus 10, Ohio 


PRICE LEVEL CHANGES AND FINANCIAL STATEMENTS 

Case Studies of Four Companies 

By Ralph Coughenour Jones 
It is generally recognized that earnings reported by business firms since the last war have 
been much higher than they would have been had all costs and revenues been measured 
by the same yardstick, but to date little quantitative information has been available to show 
specifically how financial statements have been affected by inflation. Case Studies of Four 
Companies has been prepared in answer to this need. It contains detailed analyses of the 
accounts of Armstrong Cork Company, New York Telephone Company, The Reece 
Corporation, and Sargent & Company. The managements of these companies and the public 
accounting firms who audit their books have cooperated and assisted in making these 


studies. 
192 pages, paper $3.00 


PRICE LEVEL ADJUSTMENTS 
Basic Concepts and Methods 
By Perry Mason 


This small volume was prepared to accompany Case Studies of Four Companies and to 
serve as an introduction to the general subject of price level adjustments. There are in- 
cluded brief discussions of the effect of price level changes upon individuals and upon 
business enterprises, the basic features of index number construction, and a simplified 
demonstration of the use of index numbers to adjust financial statements. 


32 pages, 50 cents 


Combination Price for— 
Case Studies of Four Companies 
Price Level Adjustments—Basic Concepts and Methods, $3.25 


Please send me: 


Check 


bility, | 
nd gives 
1 experi 
tandabk 
mM 
t in th 
re- 
the 
on 
cal 
Ke 
ra- 
ete 
yn- 
of 
re 
i 
| 


in 


I. MONOGRAPH—No, 3. AN INTRODUCTION TO CORPORATE ACCOUNTING STAND- 
ARDS, by Paton and Littleton. (Reprinted in 1955.) ($1.50 per copy, including postage.) 
II. Monograph—No. 5. STRUCTURE OF ACCOUNTING THEORY, by A. C. Littleton, i953 
($1.50 per copy, including postage). 
III. Price Level Changes and Financial Statements, Case Studies of Four Companies by Ralph 


C. Jones, 192 pages $3.00 
Price Level Adjustments, Basic Concepts and Methods by Perry Mason, 32 pages, 50 
Combination Price $3.25 


IV. Membership Roster—April 30, 1955—$2.00. 
V. Index—THE ACCOUNTING REVIEW—1926-1950—$2.50 per copy. 


(Monographs No. 1, 2 and 4 are out of stock; No. 4 can be obtained from the Foundation 
Press, 268 Flatbush Avenue Extension, Brooklyn 1, New York. 


VI. BOOKLET—ACCOUNTING CONCEPTS AND STANDARDS UNDERLYING CORPO. 
RATE FINANCIAL STATEMENTS—1948 Revision and Supplements 1 through 8 (Re- 
printed 1955)—15¢ per copy. 


VII. PROCEEDINGS OF THE AMERICAN ASSOCIATION OF UNIVERSITY INSTRUCTORS 
IN ACCOUNTING 


(Predecessor of the American Accounting Association.) ($1.10 per copy, including postage.) 
Vol. I, No. 1, May 1917 Vol. VIII, No. 1, June 1924 
‘Vol. VII, No. 1, Apr. 1993 Vol. IX, No. 1, Feb. 1925 
Vol. IX, No. 2, Dec. 1925 


VIII. THE ACCOUNTING REVIEW 
($1. includi tage—No for te index for issues 
50 per copy pos' charge for separa’ prior 


to 1952. Ind issue, starting with 1952.) The following issues are 
available: 
Index—1g28, 1934, 1939-1951, incl. 

ACCOUNTING REVIEW— 1930—Sept. 1945—July, Oct. 
1931—Mar. 1950—April 
1936—Sept. 1951—Jan., July 
1938—Sept. 1952—July, Oct. 
1939--Sept. 1953—Jan., April, July, Oct. 
1940—June, Dec. 1954—April, Oct. 
1941—Sept., Dec. 1955—Jan. 
1943—July 1956—Jan., July 
1944—Oct. 

Secretary-Treasurer (Use this as an order form) 


American Accounting Association 

College of Commerce and Administration 
The Ohio State University 

Columbus 10, Ohio 


Please send me the following publications: 


Amount enclosed $............... 


The Informal 
PLACEMENT EXCHANGE 
of the American Accounting Association, 


TEACHERS interested in a new position, and SCHOOL AD- 
MINISTRATORS interested in obtaining new instructors are 
invited to use the services of the PLACEMENT EXCHANGE. 
Members, Associates, and Nonmembers may register for place- 
ment service. No fee. 


Registration Blanks May Be Obtained From the Office of: 


PROFEsSOR ARNOLD W. JOHNSON 
Graduate School of Business Administration, New York University 
g0 Trinity Place, New York 6, N.Y. 


ag 


POSITIONS AVAILABLE 


Wanted: 


Auditors (GS-7). Applicants should have CPA certificate or college degree, 
and experience in public accounting. $4525 per annum, sick and annual leave, 
group life insurance. 


#4561 


n) 


Lecturer or Senior Lecturer in Accountancy. Must have University degree and 
be a member of a professional association of accountants, experience in public 
or industrial accounting, and interested in teaching and research. £1,300 to 
£1,800 per annum. 


#4562 


Three accountants to work at southern Air Force base. $5440 per annum. 
$4563 
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ACCOUNTING RESEARCH 


Vol. 7, No. 3 July 1956 
CONTENTS 

CREDIT COSTS AND REDEMPTION PRACTICES IN HIRE PURCHASE. By J. Mars 

IMAGINATIVE BANKING. By John L. McKeown 

TAXATION OF COMPENSATION FOR LOSS OF EARNINGS. By John Hall 

THE SOCIAL ACCOUNTS OF THE UNITED KINGDOM FOR 1954 and 1955. By Harry Burton 

REVENUE AND REVENUE ACCOUNTS. By George J. Staubus 

Book Reviews 

Electronic Data Processing in Industry: A Case Book of Management Experience—By the Ameri- 
can Management Association. (Reviewed by Robert H. Gregory) 


Administering a Conversion to Electronic Accounting: A Case Study of a Large Office—By Harold 
Farlow Craig. (Reviewed by R. J. Franklin) 


Approximations for Digital Computers—By Cecil Hastings, Junr., assisted by J. T. Hayward and 
J. P. Wong, Junr. (Reviewed by Harvey M. Wagner) 


Financial and Administrative Accounting—By C. A. Smith and J. G. Ashburne. (Reviewed by 
P. Edge-Partington) 


Books and Journals received 
Subscription Rates $4.25 per volume 


CAMBRIDGE UNIVERSITY PRESS 
32 East 57th Street, New York 22, N.Y. 


BEGINNERS’ RESUME 


of the 


ACCOUNTING PROCESS 


by Donald A. Corbin, Assistant Professor, 
University of California, Riverside 


This résumé (15 pages) is written for beginning students in order to give them a 
short over-all picture of the accounting process. The author feels that there is a great 
need for this early in the elementary accounting course. Most texts take six to ten 
chapters, involving a month or more of study, to complete the full explanation. In 
addition, the usual method begins with the final statements and proceeds backwards 
in covering the entire cycle. This is often confusing and may be the cause of bad habits, 
but it appears to be the most satisfactory method available. The purpose of this essay 
is to make the transition clearer. 


$1.10 per copy, postpaid 


ASSOCIATED STUDENTS’ STORE 
University of California 
Berkeley 4, California 
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a solid, 


INTRODUCTION TO ACCOUNTING 
self-teaching text 


“The authors have obtained their objectives in presenting 
a readable, self-teachable, professor-saving, three-semester 
text book. Their knowledge of the subject is self evident. 
Their understanding of student problems is indicated in 


ROBERT R. 
MILROY 


the points of emphasis and the design of the questions and 


GEOFFREY L. 
CARMICHAEL 


problems. Their sympathetic attitude toward the instructor 
is demonstrated in the detailed diagrams, the accounting 
forms, and the complete practice sets. It is a very good book.” 
THE ACCOUNTING REVIEW 


Houghton Mifflin Company 


Boston 7 New York 16 Chicago16 Dallasi Palo Alto 


WE NEED YOUR NEW ADDRESS IF YOU HAVE MOVED 


Mail us this form or a postal card. Postal authorities will not forward to you your 
copy of the ACCOUNTING REVIEW. In fact, we must pay a postage charge for the 
return of undelivered copies to us. 


IN ORDER THAT WE MAY MAKE THE CHANGE PROMPTLY, PLEASE 
SHOW: 

R\ Status (check one): (a) Member; (b) Subscriber; (c) Associate (student) Member. 
3) Subscription Expiration date—if a Subscriber or Associate Member ............ 
5) New Mailing Address (show postal zone number) .........+..ee+eseeeeeeeeees 
6) If a Member, your new school or firm affiliation, and your new rank or position 


Unless Your Change of Address Notice Reaches Us One Month Before an Issue Is 
Mailed, We Cannot Promise to Replace Undelivered Copies. Please help us to 
maintain correct and current mail records. 


AMERICAN ACCOUNTING ASSOCIATION 
College of Commerce and Administration 
The Ohio State University, Columbus 10, Ohio 


(Cut this out, fill in the information, mail it to us.) 
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New Printing Now Available! 


AN INTRODUCTION TO 
CORPORATE ACCOUNT- 
ING STANDARDS 


Monograph No, 3 


1948 Revision 


ACCOUNTING CONCEPTS 

AND STANDARDS UNDER. 
LYING CORPORATE FI- 
NANCIAL STATEMENTS 


By AND SUPPLEMENTS 
PATON AND LITTLETON 1 THROUGH 8 
Sixth Printing 


Now reprinted in booklet form 


15¢ per copy 


$1.50 per copy, including postage 
Add 50¢ for orders outside of the 


United States 


Mail orders to 
American Accounting Association 
College of Commerce and Administration 
The Ohio State University, COLUMBUS 10, OHIO 
(Place your name om this advertisement and use it as an order form) 


FULL MEMBERSHIPS 
in the 


AMERICAN ACCOUNTING ASSOCIATION 


$5 per year ($5.50 outside United States) 
Life Memberships are $100 


Members receive the ACCOUNTING REVIEW and occasional other publications without 
further cost, are entitled to attend the annual conventions, and may vote at the annual meetings. 
The requirement for membership is an interest in the advancement of accounting theory and 
practice as outlined in the official objectives of the Association. 


ACTIVITIES 
The principal activities of the Association consist of its publications, the work of its committees, 
and the annual conventions. Generally five or more sessions or round tables are scheduled at the 
annual meeting to provide for the presentation of papers on a variety of subjects. At this time a 
business meeting is held, committee reports are presented, and officers are elected. 


Memberships may not be held by firms, schools or libraries. Such institutions may 
subscribe for the ACCOUNTING REVIEW, of course. 


Write for an application blank or information booklet 


AMERICAN ACCOUNTING ASSOCIATION 
College of Commerce and Administration 
The Ohio State University 
Columbus 10, Ohio 
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A Profession Looks at Itself 


Standards of 


Education and Experience 


for Certified Public Accountants 


What does it mean to be a CPA? What are today’s standards for entering the pro- 


fession? Is there a need for improvement? 


This new book considers these important questions in detail. It is the result of a 
special four-year study conducted by the Commission on Standards of Education and Exper- 


CONSIDERS THESE 
IMPORTANT SUBJECTS 


1. The nature and characteristics of 


public practice as a CPA. 


2. The legal basis for regulating the 
public practice of accounting. 


3. Present and proposed education 
and experience requirements for 
qualification of CPAs. 


4. The Uniform CPA Examination. 


Bureau of Business Research 


University of Michigan 


ience for CPAs—a group comprising some 
of the country’s leading educators and prac- 
titioners. 

A great deal of progress has been made 
toward establishing higher, more uniform 
standards of education and experience for 
the profession. But there are still consid- 
erable differences in the requirements of 
state CPA laws. 


This study shows what these differences 
are, suggests long-range goals for improve- 
ment and standardization, and provides a 
step-by-step plan for the achievement of 
these goals. 

Because this material is of vital signifi- 
cance to the profession, Standards of Edu- 
cation and Experience for CPAs should be 
of interest to every certified public account- 
ant and educator. 


CLOTH BOUND $2.50 


Ann Arbor, Michigan 
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MEMBERSHIP COMMITTEE 


JAMES D. EDWARDS, Chairman 
Michigan State University 


. Grady Fullerton, University of Alabama 
BED dbt0ncccevedecnnes . Kemper W. Merriam, University of Arizona 
-Nolan E. Williams, University of Arkansas 
Hector R. Anton, University of California 
Robert S. Wasley, University of Colorado 
Connecticut ............ ...Francis X. DiLeo, University of Bridgeport 
Delaware ......ccccccccccce Geo. W. Frank, E. I. Du Pont de Nemours 
District of Columbia ....... Wilbur E. Benson, George Washington University 
Flovida . -Harry R. Price, University of Miami 
Georgia . Walter Kennon, Emory University 
. Norton F. Graham, Boise 
John H. Myers, Northwestern University 
Edwin C. Bomeli, Butler University 
-Roger W. Briggs, Grinnell College 
W. J. Clark, Kansas State College 
Robert H. Cojeen, University of Kentucky 
Louisiana James T. Johnson, Louisiana Polytechnic Institute 
. William H. Donahue, Jr., Husson College 
John A. Daiker, University of Maryland 
Massachusetts ............. John B. Cole, Bentley School of Accounting and Finance 
0 Louis W. Matusiak, University of Detroit 
BED conssccccccccccs John A. Dettmann, University of Minnesota 
Clive F. Dunham, University of Mississippi 
rere Hubert R. Breuninger, University of Kansas City 
E. O. Dwyer, Montana State University 
Judson O. Burnett, University of Nebraska 
James M. Hoyt, University of Nevada 
New Hampshire ............ Leonard E. Morrissey, Dartmouth College 
New Jersey Charles H. Martin, Rutgers College 
New Mexico .............:: John W. McMahan, University of New Mexico 
New York .......scsccccee. John J. W. Neuner, City College of New York 
North Carolina ............ Robert L. Dickens, Duke University 
North Dakota ............. R. D. Koppenhaven, University of North Dakota 
Ee ee Charles H. Griffin, University of Cincinnati 
T. Harry McKinney, University of Oklahoma 
acai John Soha, University of Oregon 
Penneyivania ............. Richard S. Woods, University of Pennsylvania 
Rhode Island .............. Winfield S. Briggs, University of Rhode Island 
South Carolina ............ Otha L. Gray, Furman University 
South Dakota ............. Hans Janssen, Yankton College 
Karl W. Sharp, University of Tennessee 
Jim G. Ashburne, University of Texas 

Fred Norwood, Texas Technological Institute 
SSS ree Joseph T. Bentley, Brigham Young University 
Alfred Bornemann, Norwich University 
A. W. Patrick, University of Virginia 
Kenneth B. Berg, University of Washington 
West Virginia ............. John O'Sullivan, West Virginia University 
F. Bernard Ward, Marquette University 
be Eee Louis C. Jurgensen, University of Wyoming 
Eastern Canada ............ Gilbert R. Horne, Assumption College 


Western Canada ........... Brian E. Burke, University of British Columbia 
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AMERICAN ACCOUNTING ASSOCIATION 
COMMITTEES, 1956 


EXECUTIVE COMMITTEE 

John A. White, President .........- University of Texas 
Andrew Barr, Vice-President mes 

cenhapacoeeeceees Securities and Exchange Commission 
A. R. Coleman, Vice-President ....University of Virginia 
C. A. Moyer, Vice-President ....... University of Illinois 
R. Carson Cox, Secretary-Treasurer .Ohio State University 
Frank P. Smith, Editor and Past President . 

University of Michigan 
Si Davidson, Director of Research ; 
ohns Hopkins University 
Willard J. Graham, Past President . 

University of North Carolina 
Russell H. Hassler, Past President ...Harvard University 


COMMITTEE ON ACCOUNTING CONCEPTS AND 


STANDARDS 
R. K. Mautz, Chairman ......... University of Illinois 
Homer A. Black ......-..++++--- University of Georgia 
Daniel Borth ......-.++-++++ Louisiana State University 
Sidney Davidson ........-+++- Johns Hopkins University 
Thomas M. Hill ........-eeeseeeees Mass. Inst. of Tech. 
Maurice Moonitz ..... University of California (Berkeley) 
Frank P. Smith ......+++-++++- University of Michigan 
William J. Vatter ........s-eeeeee University of Chicago 


COMMITTEE ON COST ACCOUNTING CONCEPTS 
AND STANDARDS 


Norton M. Bedford, Chairman ..University of Illinois 


Robert N. Anthony .........+-++0+- Harvard University 
James S. Schindler .............+- Washington University 
Edward L. Wallace .........++eee. University of Buifalo 
Glenn A. Welsch ........sseesees University of Texas 
COMMITTEE ON NOMINATIONS 
Russell H. Hassler, Chairman ....... Harvard University 
S. Paul Garmer ........2esseseese University of Alabama 
Thomas W. Leland ............ A & M College of Texas 
Frank P. Smith University of Michigan 
Sidney G. Winter ...... University of lowa 


COMMITTEE ON REGIONAL MEETINGS— 
SOUTHEASTERN GROUP 


E. L. McGowan, Chairman ..University of South Carolina 


AL University of Georgia 
me Frank S. Kaulback, Jr. ..........+- University of Virginia 
yomees Lanham University of Florida 
Be Lloyd F. Morrison .......... Louisiana State University 
és JOINT COMMITTEE ON EDUCATION 
fe C. A. Moyer, Chairman ........... University of Illinois 


Task Committee Chairman 


Task Committees on Education 
CPA EXAMINATIONS 


Bruce Futhey, Chairman ........New York University 
a Ohio State University 
Samuel R, Hepworth ......... University of Michigan 
Walter G, Kell ...... Syracuse University 
University of Florida 
Leonard E. Morrisey ..........-..00. Dartmouth College 
Harry Simons ........ University of Calif. (Los Angeles) 
INTERNAL AUDITING 
William F. Shors, Chairman .......... Butler University 
Ambrose M. Reiter ...........Northwestern University 
Lawrence L. Vance ..... University of Calif. (Berkeley) 
STUDENT INTERNSHIP 
R. B. McCosh, Chairman ......... University of Denver 
H. Cramer ...... Touche, Niven, Bailey & Smart 


FACULTY RESIDENCY 
Alton G. Sadler, Chairman ..University of North Carolina 


We Waterhouse & Co. 

Emerson O. Henke ......... seenineeed Baylor University 

STUDENT PERSONNEL 

GC. Rollin Niswonger, Chairman .......... 
+++++++Miami University (Oxford) 

Edward G. Extksen University 

James R. McCoy ...... seeeeeeeee-Ohio State University 

VISUAL AIDS 
Kenneth W. Perry, Chairman .....University of Illinois 
Lauren M. Walker .......00¢ University of Washington 


NATIONAL INCOME ACCOUNTING 
Mary E. Murphy, Chairman ..Los Angeles State College - 


Mass. Institute of Tech. 
youn Powelaon: International Monetary Fund 
John T. Wheeler ...........Univ. of Calif. (Berkeley) 


STANDARDS OF ACCOUNTING INSTRUCTION 
R. H. Van Voorhis, Chairman ..University of Alabama 


A. B. Carson ..... University of California (Los Angeles) 
Arthur Anderson & Co. 
Frank S. Kaulback, Jr. .......0000- University of Virginia 
University of Indiana 
Lloyd F. Morrison ....... ..-Louisiana State University 


INCOME TAXATION 


Charles E. Johnson, Chairman .....University of Oregon 
Conley R. Addingtom ..........06. University of Miami 


Robert G. Cox ............Umiversity of Pennsylvania 
W. E. Dickerson ........ cecccccce Ohio State University 
Jerome J. Kesselman ............. University of Denver 


GOVERNMENTAL ACCOUNTING 
Daniel M. Shonting, Chairman ...Ohio State University 


Louisiana State Government 
Arthur D, Maxwell ........ University of Pennsylvania 
Wendell P. ‘Trumbull New York University 
Howard W. Wright .......... -University of Maryland 
FACULTY PERSONNEL 
A. R. Coleman, Chairman ......... University of Virginia 
Arthur M. Cannon ......... University of Washington 
S. Paul Garner .-University of Alabama: 
Arnold W. New York University 
G. University of lowa 


COMMITTEE ON CONVENTION ARRANGEMENTS 
University of Washington 

Fletcher O. Johnson, Chairman Extension University) 

James Bentley Frank H. Hamack 

Kenneth B. Berg Kermit O. Hanson 

Harry Blythe Charies N. Hei 

Grant I. Butterbaugh Arthur N. Lorig 

Arthur M. Cannon Walter S. Palmer 

James M. Courtney Julius A. Roller 

William E, Cox Lauren M. Walker 

Lowell C. Doak (LaSalle Extension University) 


LADIES PROGRAM COMMITTEE 
Mrs. Fietcher O. Johnson, Mrs. James M. Courtney 
Chairman Mrs. William E. Cox 
Mrs. James Bentley Mrs. Frank H. Hamack 
Mrs 


Mrs. Kenneth B. Berg 

Mrs. Harry Blythe 

Mrs. Grant I. Butterbaugh 
Mrs. Arthur M, Cannon 


- Kermit O. Hanson 

. Charles N. Henning - 
. Arthur N. Lorig 
Mrs. Julius A. Roller 
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Just P. ublished 


The New Edition of “America's Standard Tax Course” 


The PrRentTice-HALL 


FEDERAL TAX COURSE 


1957 Students’ Edition 


Have you seen this profusely — 
illustrated booklet, which tells 
you why and how a tax editor’s 
brainwave revolutionized the 
teaching of taxation problems? 


SEND TODAY 

FOR YOUR 

FREE COPY 

OF THE BOOKLET 

“it all started with taxes’’ 


(if yeu'll address it in care of Box FTC 
you'll get your copy scener) 


And at the same time, why not request your copy of the 1957 PRENTICE- 
HALL FEDERAL TAX COURSE? That way you'll be able to judge for 
yourself why it is known as “America’s Standard.” 
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